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MONDAY, FEBRUARY 5, 1951 


Housrt or REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D.C. 


The committee met at 10 a. m., in the committee room of the House 
Committee on Ways and Means, Hon. Robert L. Doughton (chair- 
man) presiding. 

The Cuarrman. The committee meets this morning to consider the 
problem of raising additional revenue to meet the cost of strengthening 
our national defense. Our first witness is the Secretary of the Treas- 
ury, Hon. John W. Snyder, who is accompanied by his own staff and 
by Mr. Frederick J. Lawton, the Director of the Bureau of the Budget. 

It is understood that the Secretary will cover in detail the general 
tax recommendations made by the President in his message to the 
Congress on February 2, 1951. If there is no objection, the tax 
message of the President will be inserted at this point in the record. 

(The document is as follows:) 


[H. Doe. No. 53. 82d Cong., Ist sess.] 


MessaGe From THE PRESIDENT OF THE UNITED States TRANSMITTING A MEs- 
SAGE ON INCREASED TAXATION 


To the Congress of the United States: 

In the January messages to the Congress, I stated my intention of making 
further recommendations on a number of important matters. One of the most 
urgent of these is the need for increased taxation. 

The budget for the fiscal vear ending June 30, 1952, which was transmitted to 
the Congress, included estimated expenditures of 71.6 billion dollars, and esti- 
mated receipts under present tax laws of 55.1 billion dollars. 

It is my firm conviction that we should pay for these expenditures as we go. 
A balanced budget now is just as important a mobilization measure as larger 
armed forces, allocations of basic materials, and controls over prices and wages. 

This is true for three main reasons: 

First, we should pay as we go because that is the way to keep the Government’s 
finances on a sound footing. 

We are now strengthening our national security, in order to increase our ability 
to meet whatever situation may arise in the future. Our Government financial 
policies, like every other part of our national effort, must be designed to leave us 
stronger, not weaker, as the vears go by. If in this period we pay for our neces- 
sary expenditures as we go along, rather than adding to the publie debt, we will 
obviously be better prepared to meet our future needs whatever they may be. 

There is a question as to how high we can push taxes without having serious 
effects upon the productive growth of our economy. But I am sure that we could 
increase Federal revenues by considerably more than enough to cover the expendi- 
tures now anticipated without reaching those limits. During recent years we 
have taxed ourselves at high levels—and during those vears our economy has 
bounded forward: incomes have risen rapidly, new plants and industries have 
sprung up, and the standard of living of our people has increased steadily. The 
growth in the strength of our economy that has occurred under these tax rates 
gives us confidence that we can safely pay the estimated expenditures for the next 
fiscal vear out of taxes. 

1 
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Second, we should pay for defense as we go because that is the way to distribute 
the cost of defense fairly. 

We cannot escape paying the real cost of defense now— the cost in materials 
and days of work that are devoted to defense purposes. Whatever we do about 
taxes, the amount of goods available for consumers to buy is only going to be 
what is left over after defense needs are met. 

We could try to eseape the financial cost of defense by borrowing, but that would 
only transfer the financial problem to our children, and would increase the danger 
of inflation with its grossly unfair distribution of the burden. 

The sensible and honest thing to do now is to tax ourselves enough, as we go 
along, to pay the financial costs of defense out of our current income. 

Our Federal tax system can spread the cost of defense fairly among our people. 
There are many ways in which the fairness of the present tax system can and 
should be improved, but on the whole we have a good system. It reeognizes 
differences in incomes and in family obligations. It protects incentives for 
initiative and effort. It takes account of the special needs of new undertakings 
and the expansion of existing businesses. 

[I am convineed, after studying the matter thoroughly, that the people of our 
eountry—and I am thinking primarily of the average family of modest income 
will al! be better off if everybody pays his fair share of the financial costs of defense 
in taxes now. If we don’t do that, we will only be putting off the evil day and 
making matters worse for ourselves in the future. 

Third, we should pay as we go to help prevent inflation. 

If we do not tax ourselves enough to pay for defense expenditures, the Govern- 
ment will be spending more than it takes in, and the extra money it spends will 
add to total purchasing power and inflationary pressures. 

Inflationary pressures will be strong, of course, even with the budget balanced. 
Military production results in wage payments, and buying of materials, long before 
the goods are produced and paid for by the Government. Businessmen who build 
new plants spend money well in advance of producing any goods for the Govern- 
ment or consumers to buy. Furthermore, consumers have accumulated large 
amounts of cash and other liquid assets which they are free to spend if they so 
choose. 

Thus, inflationary pressures will be strong even after taxes are increased enough 
to balance the budget. We will still need direct controls over prices and wages. 
But it may not be possible to make those controls effeetive unless we tax ourselves 
enough. Certainly, those controls will be far more effective if we pay for expendi- 
tures through taxes as we go along. 

During World War II, taxes were not high enough, and the Government was 
forced to borrow too much. As a result, when controls were taken off after 
the war, prices skyrocketed and we paid in inflation for our failure to tax enough. 
The value of people's savings was cut down by the higher prices they had to pay. 

We must not let that happen now. We must have both an adequate tax 
program and proper controls on prices and wages if we are to prevent inflation 
and preserve the value of savings and fixed incomes. 

For these reasons, the case for a pay-as-we-go tax program is conclusive at the 
present time, and I urge the Congress to continue to keep that goal before it. 

I believe that the wisest and most practical approach to this goal is to enact 
the tax program we need this vear in two parts rather than enacting the full tax 
program all at once. 

Government expenditures will be increasing very rapidly during the next few 
months. We will have to act fast if our revenues are to keep pace with rising 
expenditures. 

I recommend that as rapidly as possible the Congress enact revenue legislation 
to vield additional taxes of at !east $10,000,000,000 annually, and later in the 
vear enact the remaining amounts needed to keep us on a pay-as-we-go basis. 

If we follow this course, our revenues will keep pace with increasing expendi- 
tures, and we shall have some months in which to observe economic developments 
and to consider the several serious questions that will need to be resolved before 
all parts of this year's tax program are enacted. 

For example, we will have better information on exactly how much we shall 
need to balance the budget. As I explained in the budget message, our estimates 
of military expenditures are still tentative. In particular, the amount we spend 
for military equipment will depend on how fast the production lines are geared 
up and the equipment is actually turned out. If our military production program 
can be got under way faster—as we hope it can-—expenditures will, of course, be 
larger than the budget estimates. 
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Moreover, the Congress has not vet had an opportunity to act on the budget. 
I believe the Congress will find that the budget is sound, and provides only for 
the essential needs of our Nation in this time of world crisis. Nevertheless, the 
appropriations actually enacted by the Congress will, of course, control the actual 
expenditures. 

Furthermore, the economic developments of the months ahead—the impact of 
the defense effort and of tighter controls on prices and wages and profits—should 
be considered before the balance of our tax program for the coming fiscal vear is 
completed. 

These uncertainties, however, do not affect our obvious need for much larger 
taxes—and our need for the bulk of them very soon. I am therefore transmitting, 
for the consideration of the Congress at this time, my recommendations as to the 
best way to raise at least $10,000,000,000 now. 

I know the Congress will want to consider these problems very carefully, and 
to review my recommendations in the light of their own independent analysis. 
The Secretary of the Treasury is prepared to duscuss these matters in detail with 
the committees of Congress. 

I believe we should meet our immediate objective by increasing existing taxes. 
The present Federal tax structure, while marred by imperfections, contains the 
most equitable types of taxes we have been able to devise. Under these taxes our 
economy has demonstrated a surge in productive power to increasingly higher 
levels. 

I recommend an immediate increase in personal income taxes to bring in 
$4,000,000,000 in additional revenue. 

The personal income tax is the mainstay of our Federal tax system. It should 
be the major source of the additional revenue we need. 

This is true because it is the personal income tax that allows us the greatest 
opportunity to be fair. It is the personal-income tax above all else which takes 
account of differences in ability to pay—both differences in income and differences 
in family obligations. It allows an exemption of $600 per person, and deductions 
for charitable contributions, extraordinary medical expenses, and other expenses 
as provided by law. Under present law, a single person earning a net income of 
$3,000 a vear pays a tax of about 16 percent of his income, or $488, while a married 
person with two dependents and earning the same net income pays a 4-percent tax, 
or $120. The average rate of tax reaches 50 percent at about the $45,000 income 
level for a single person and the $90,000 income level for a family of four. 

In increasing the vield of the personal income tax, everyone should realize that 
the higher taxes cannot be limited to the upper-income groups. To obtain revenue 
commensurate with our defense expenditures, all taxpayers must contribute, 
because the bulk of the income in this country is received by persons whose in- 
comes are between $2,000 and £10,000 a year. We should tax the upper-income 
groups—-and tax them heavily—but it will also be necessary to tax people with 
moderate incomes. 

I do not believe that the personal exemption of S600 should be lowered at the 
present time. Al hough the exemption was $500 during World War II, the present 
$600 exemption is less generous, in terms of present costs of living, than was $500 
6 or 8 vears ago. 

I recommend, second, an increase in corporation income taxes to vield an 
additional $3,000,000,000. 

The corporation income tax is the major supplement to the personal income 
tax in our present Federal tax system. Basie corporation tax rates now being at 
25 percent on corporation profits less than $25,000, and increase to 47 percent 
for larger corporations. Those corporations covered by the excess profits tax 
pay more—up to a maximum set by law of 62 percent of net profits. 

In the light of high and rising corporate profits, the increase in corporation 
taxes I propose will leave corporations generally able to maintain the dividend 
and reinvestment policies of recent years. 

The first tax returns under the new excess-profits-tax law will be received later 
this spring. We shal! then be in a position to consider what changes in the excess- 
profits-tax law are desirable to obtain more revenue from that source. I believe, 
therefore, we should defer this matter until later this vear. 

I reeommend, third, increases in seleetive excise taxes to vield 3$3,000,000,000. 
Under present circumstances these inereases should be concentrated upon less 
essential consumer goods, and upon goods which use materials that will be in 
short supply. 

In addition to the tax increases recommended above, I recommend that the 
Congress carry further the program it started last vear to close loopholes in the 
present tax laws. 
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The revenue to be gained by closing these loopholes is not large in comparison 
with our needs. But in terms of fairness, and willingness of people to pay their 
share of taxes, closing these loopholes is worth a very great deal. 

Those required to bear higher taxes for defense are entitled to the assurance 
that others will not be permitted to avoid them. The last Congress closed several 
important loopholes. But a number remain. 

have previously called attention to the gross under-taxation of the oil and 
mining industries, to the broad loopholes in the estate and gift taxes, and to the 
undue preferential treatment granted to capital gains in comparison with ordinary 
income. lL urge the Congress to examine these provisions of the law very carefully, 
together with those relating to life-insurance companies and to holders of securities 
now exempt from income taxes, and to review the tax status of organizations 
now exempt under present law. I do not believe any of us, in good conscience, 
can take action to increase taxes on the man, with a wife and two children, who 
earns S60 a week—an increase | am now recommending—without at the same time 
taking action to reduce the glaring inequities in present law—-some of which permit 
aman with 100 times as much income to avoid paving any taxes at all. 

In addition to the changes in the law that are needed to close loopholes, we shall 
continue to improve our enforcement efforts to make sure that the taxes which are 
due under present laws are actually paid. 

The tax program I am proposing will require higher rates in some cases than 
those paid during the last war. I believe our people understand that if we had 
paid higher taxes then we would be better off today. I believe our people are 
ready and willing to pay the taxes needed to cover essential Government expendi- 
tures in this time of danger. 

I am convinced that the average citizen in our country will be best served by 
fair tax laws which will balance the budget. He will be better off now, because 
he will pay his share of the cost of defense now, once and for all. He will be better 
off in the future, because his savings and his future income will not be dissipated 
by inflation. 

The American people understand that the cost of freedom is high at a time 
when aggression has been loosed on the world. Ll urge the Congress to act rapidly 
so that we can pay that cost as we go. 
Harry S. TRUMAN. 

THe Ware House, February 2, 1951. 

The Cuarmman. Mr. Secretary, you have given every member of 
the committee a copy of your remarks. Would you prefer to make 
your main statement free from interruption, responding to questions 
ater? 


STATEMENT OF THE HONORABLE JOHN W. SNYDER, SECRETARY 
OF THE TREASURY; ACCOMPANIED BY JOHN S. GRAHAM, 
ASSISTANT SECRETARY; AND THOMAS J. LYNCH, GENERAL 
COUNSEL 


Secretary Snyper. If I may, I should like to read into the record 
the statement we have prepared, and then be available as long as the 
committee desires for individual discussion with the members. 

The CuarrmMan. Proceed in your own way, Mr. Secretary. 

Secretary Snyper. Of course, in initiating this presentation we are 
conscious that we are feeling rather critical and unusual times. These 
proposals are of a rather rugged nature because we are facing problems 
in the way of defense mobilization that call upon us for unusual 
actions. 

I appreciate this opportunity to discuss with you the President’s 
tax program for this vear. I believe that you share with me the 
President’s conviction that the defense effort must be finenced on a 
pay-as-we-go basis. A balanced budget policy is essential to our 
strength now and will contribute to our strength in the future. 
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Today our Nation is in a state of emergency. For the second time 
in less than a decade, we are called upon to marshall our strength in 
defense against the forces of aggression. This defense will impose 
great demands on all of us—and financial demands that can be met 
in full only by asking the American taxpayer to bear some of the 
heaviest burdens in our history. 

The first and most urgent task is to build up our supplies of weapons, 
materials, and manpower as swiftly as possible. But this alone 
will not be enough. The essence of our problem now requires that we 
maintain our defensive strength over a long period of time. We must 
sustain productive capacity capable of outdistancing the enemy, year 
after year, in both quantity of output and quality of technological 
skill. 

In a very real sense, We must match our program of military and 
economic preparedness with a comparable financial program. The 
inherent power of our democracy is measured not alone by our 
capacity to build military defenses but also by our willingness to 
accept the costs and to make the economic sacrifices which the 
defense effort will entail. The surest and the safest way to meet 
these costs is through current taxation. 

The economic capacity of the Nation to stand this necessarily heavy 
tax load has fortunately never been greater. Public recognition of this 
fact has been a major influence in the demand for a pay-as-we-go 
program. We have just completed the most prosperous 5-vear period 
in our history. Our capital equipment and productive capacity have 
been brought to record levels. 

Fortified by an expanding economy, we can raise more revenue than 
we did in World War II and still maintain our national living stand- 
ards——perhaps not at the levels of 1950, with its 1,500,000 new homes, 
6,500,000 new automobiles, and 7,000,000 television sets, but at levels 
amply high to sustain the productive energy of the American people 
at full capacity. 

The initial tax increase requested by the President—distributed 
among individuals, corporations, and other forms of taxation as he 
has recommended— is a burden well within the capacity of our econ- 
omy to bear. It is, in fact, substantially below any danger line that 
might mean an impairment of the productive efficiency of our economy. 

Our present tax system provides a strong foundation on which to 
build a fair and effective program of defense finance. Last year’s tax 
legislation is making an important contribution through increased col- 
lections from the individual income and corporation taxes. A profits 
tax bill has been passed, and the Congress is now strengthening the 
laws for renegotiation of war contracts. 


THE NEED FOR MORE TAXES 


The President has indicated our tax goal for 1951. In the course of 
this year we must add sufficient strength to the Federal tax system to 
raise its revenue-producing capacity to the level of fiscal vear 1952 
expenditures. 

The budget for fiseal year 1952 ealls for expenditures of 71.6 billion 
dollars. Revenues at present tax levels are estimated at 55.1 billion 
dollars. This leaves a deficit of 16.5 billion dollars to be covered by 
increased taxation. 
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A developing military program necessarily takes time before it is 
fully reflected in actual expenditures. In the early months, when 
plans are being made and contracts are being let, the program makes 
relatively small demands on the Treasury. But after this preliminary 
phase has been passed an upsurge of military expenditures can be ex- 
pected. These expenditures are the measure of manpower and fight- 
ing power being added to our Armed Forces. 

Our military spending is already rising at a rate which will result in 
a budget deficit of several billion dollars by the last quarter of this 
fiseal vear. The deficit will continue to grow during July-December 
1951. For the 9 months from the first of April to the end of this 
calendar vear the deficit may well exceed $15,000,000,000. Our tax 
needs, therefore, are immediate and not postponable. 

I recognize that there are many uncertainties which complicate the 
planning of our tax program. We know that the ultimate demands 
of our military program will be heavy. They may unfold more rapidly 
than now anticipated. We do not know, therefore, how fast Federal 
expenditures will expand or when and where they will level off. 

The fact that it is far more difficult than usual to anticipate the 
precise unfolding of our tax needs for the coming fiscal vear in no way 
reduces the size of the job that has to be done. In fact, as the Presi- 
dent has indicated, the projected 16.5-billion-dollar deficit may 
actually understate the need, if our defense program develops as 
rapidly as is desirable. Clearly, taxes can keep pace with expenditures 
only if the major part of the President’s program is put into effect 
promptly. 

As Secretary of the Treasury, | have consistently supported an 
adequate tax program for the preservation of our public credit by 
attaiming a balanced budget. 

Most of the present Federal debt was accumulated during the last 
war when taxes provided less than half of war-financing needs. No 
responsibility presses upon me more constantly than the proper 
management of this public debt. Our ability to support this debt on 
a sound basis rests, in the last analysis, on adequate taxation. Deficit 
financing at this time would increase the public debt, and would feed 
inflation. A strong tax policy holds down the size and cost of the 
debt and helps protect our savings. 

Taxes and savings must go hand in hand. Although much depends 
upon a strong tax program, taxes cannot do the job alone. Every 
effort must be made to preserve confidence in the future purchasing 
power of savings in order to discourage the spending of accumulated 
savings and to stimulate new savings. More than on anything else, 
the confidence essential to a successful voluntary savings program 
depends on a firm tax policy at this time. 

Moreover, by meeting our revenue needs on a current basis, we 
strongly contribute to the objective of dampening inflation. A large 
excess of consumer demand over the available supplies will continually 
threaten the newly established price and wage controls. If an effee- 
tive fiscal program accompanies direct controls, the taxpayers of this 
country will not be required to bear at one and the same time the 
heavy burden of increased taxes and the uneven costs of inflation. 
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SOURCES OF ADDITIONAL REVENUE 


The President has indicated the areas from which $10,000,000,000 
of the additional revenue requirements can be obtained. These in- 
clude about $3,000,000,000 from selective increases in excise tax rates, 
$3,000,000 ,000 from the corporation income tax, and $4,000,000,000 
from the individual income tax (table 1). 

Further rate increases and structural adjustments will be necessary 
as part of this program to bring the strength of the revenue system 
up to the levels required by our pay-as-we-go policy. 

It is with full confidence in the determination of the American 
people to take whatever steps are necessary to finance the defense 
of their Nation, that I urge the adoption of measures embodying the 
President's program for increased revenues at the earliest possible 
date. The additional $16,000,000,000 of revenue now requested by 
the President will not be enough to put the Government on a pay- 
as-we-go basis after defense expenditures get fully underway in the 
fiscal vear 1952. It will, however, help to cover our immediate needs 
and make it possible for the Congress to give full consideration to 
further tax measures which will provide the needed revenues in the 
future, and which will at the same time distribute the burden fairly 
and equitably among all of our citizens. 

I should like to turn now to the details of the program. 
excise tares 

The President recommended that $3,000,000,000 additional revenue 
be raised from excise taxes on those consumer goods which are less 
essential or which use materials that will be in short supply. 

I know the committee has special reason to regret the necessity for 
this action. Only a vear ago you were considering the President's 
recommendation for excise-tax reductions. This reversal of the 
situation is one more measure of the price we must pay for our defense 
requirements. 

In preparing this part of the President's program all of the existing 
excise taxes have been carefully reexamined. This list is long, as is 
shown in table 2 

The committee will recall that on previous appearances I have 
expressed the view that some of the existing excise taxes, most of 
which remain at their wartime levels, are not desirable in a peacetime 
tax system. [lam sure you will agree that some of these taxes can be 
justified only in the light of pressing budget demands and should not 
be raised further at this time to meet our present revenue needs. 

The $3,000,000,000 revenue objective from excise taxes can be met 
by an increase in a limited group of existing excise taxes. 

About 1.1 billion dollars can be raised: by increasing the tax on 
passenger automobiles from 7 percent to 20 percent of the manufac- 
turers’ price and increasing the rate of a number of other manu- 
facturers’ excises on durable goods from 10 percent to 25 percent. In 
the interest of equity some electrical appliances not now taxed should 
be brought into the base of this tax. 

An increase of one-third to one-half in the tax me on alcoholic 
beverages, cigarettes, and cigars would raise over 1.2 billion dollars. 
The vield of the gasoline tax can be increased $580 000 000 by raising 
the present tax of 14 cents per gallon to 3 cents. 
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The increases for the principal items are as follows: 


Passenger automo biles__ 


Refrigerators, television sets, radios, phonographs, 
electric, gas and oil appliances, and other con- 
sumer durables 

Alcoholic beverages 

Distilled spirits 
Beer 
W ines 

Cigarettes _ 

Cigars 

Gasoline __. 

Miscellaneous revisions 


Total_. 


| Estimated 
additional 
| revenue in 
a full year 


Proposed increases in rates 


(Millions) 


From 7 percent to 20 percent of manu- $685 
facturers price 
From 10 percent to 25 percent of manu- 425 


facturerers price. 


From $9 to $12 per gallon } 
From $8 to $12 per barrel. , 710 

Various | 
From 7 cents to 10 cents per pack \ cor 
Various J seca 
From 1‘¢ cents to 3 cents per gallon 580 
110 
3. 085 





Nore.—The rates are presented in greater detail in table 3. 


The present rate of tax on most of the consumer durable goods is 
10 percent or less of the manufacturers’ price. In terms of retail 
prices, the effective rates of these taxes are low compared with most 
of the other excise taxes. The manufacturers’ prices of consumer 
durable goods are generally about 60 percent of the retail price. The 
retail taxes and the taxes on amusements which are now in effect are 
20 percent of the retail price and some other excise rates are even 
higher in relation to the price paid by consumers. The increased 
rates proposed, which would be at the manufacturers’ level, would 
average less than 15 percent of the retail prices (table 4). 

The taxes on tobacco, liquor, and gasoline are the most productive 
of our excises. These items provide a basis for substantial additional 
revenue. 

The suggested excise-tax increases will meet the President's recom- 
mendation with minimum disturbance to the defense economy. They 
will result in little pressure on price ceilings because they will not add 
much to business costs or push up the cost of living materially. None 
of the increases proposed is expected to add substantially to present 
administrative or enforcement problems. The increases which are pro- 
posed will be helpful in relieving the load to be carried by taxes that 
might either impair incentives or burden basic items in consumer 
budgets. 

In view of the committee’s possible interest in considering new 
excise taxes, | believe vou would like to have some of the facts which 
have led to the suggestion that the President's excise recommendations 
be met from existing revenue sources. 

Present Federal excise taxes reach a substantial proportion of all 
consumer expenditures. For certain classes of expenditures, the 
proportion is relatively high. The excise taxes as a whole apply 
directly to about 25 percent of total consumer expenditures. The 
remaining 75 percent of consumer purchases, which are outside of the 
excise-tax base, do not on the whole represent a promising source for 
additional excise-tax revenue, 

Table 5, based on consumer expenditures for 1949, shows that pres- 
ent excise taxes now reach more than 60 percent of consumer expendi- 
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tures for durable goods. The untaxed portion is composed largely of 
such household items as rugs, furniture, and so forth. On the other 
hand, present excise taxes apply to less than 20 percent of the amount 
spent for nondurable goods and services. The ratio is low for these 
last groups because they are composed principally of food, rent, and 
clothing which the Federal Government has generally refrained from 
taxing. Extension of excise taxes in these areas would involve a 
departure from established policy. 

When the committee takes up the balance of the President’s pro- 
gram, the pressure for revenue may require further examination of 
new excise-tax sources. The possibility of selective additions to the 
present list is being given further study with the joint-committee staff, 
Corporation fares 

The President’s recommendation that $3,000,000,000 additional be 
raised from the income tax on corporations will require an increase of 
8 percentage points in the corporate normal tax. 

This change would raise the rate on the first $25,000 of corporate 
income from 25 to 33 percent and the general rate applicable to income 
in excess of $25,000 from 47 to 55 percent. On income subject to the 
excess-profits tax, the combined maximum rate would rise from 77 to 
85 percent. The ceiling rate now imposed at 62 percent would have 
to be raised to 70 percent to obtain the full revenue effect of an 
S-percentage-point corporation-income-tax increase, 

The tax liabilities under the proposed corporation-income-tax rates 
may be compared with those under present rates by reference to chart 
land table 6. The chart shows for corporations of different sizes how 
the change in rates would affect those subject only to the income tax, 
Table 7 illustrates the effective rates of the combined income and 
excess-profits taxes under the proposal. 

The additional revenue to be obtained from the increase of 8 
percentage points in the corporate tax would come mostly from the 
large corporations. The 281,000 corporations with profits of less 
than $25,000 would pay only 3 percent of the proposed total liability, 
while the 42,000 corporations with profits over $100,000 would pay 90 
percent of the total (chart 2 and table 8). 

The level of corporation taxes proposed is dictated by the need 
for an equitable distribution of the burdens of defense consistent with 
the continued growth of industry. As shown in chart 3, corporation 
profits have continued to expand. On the basis of conservative esti- 
mates, which allow for no appreciable amount of inventory profits, 
they are expected to reach at least 48 billion dollars in 1951. The 
43-billion dollar estimate for 1951 compares with 40.2 billion dollars 
in 1950 and the previous peak of 33.9 billion dollars in 1948 (table 9). 

Under the proposed rates, Federal income and excess-profits-tax 
liabilities would be increased to 24.5 billion dollars, or about 57 
percent of estimated profits. Even on the basis of conservative profit 
estimates, and taking full account of State corporation-tax require- 
ments, this would leave corperations with 17-billion-dollar income 
available for dividends and expansion, or approximately the same as 
the average for 1946-49, a period of unusual and sustained prosperity. 

I am aware that a corporate rate of 55 percent would raise serious 
equity and incentive considerations in a normal and stable peacetime 
economy. However, corporation-tax rates requested during the 
present emergency cannot be judged by normal standards. 
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Opportunities for profit in the years ahead, even under price and 
wage ceilings, are great. The defense orders placed and yet to be 
placed—added to the large unsatisfied demand for industrial plant, 
housing, consumer durable goods, and most articles of current con- 
sumption—assure producers of a sellers’ market in nearly every field 
of business activity during the mobilization period. In spite of prob- 
lems of securing the materials and labor for their production, business 
will have adequate incentives even under higher taxes to go forward 
with the job of production. An important part of our reassurance 
on this score is the wholehearted and realistic appraisal by business 
management of its full responsibility in the national effort. 

The appropriate level of any one tax is determined largely by the 
necessity of balancing the contributions from each tax source in a 
way which will best meet the total demands upon the tax system. In 
the present circumstances the increases in corporate rates proposed 
can be regarded as a necessary counterpart of increased taxes on 
individual incomes and consumers of taxed commodities. 


Individual income tar 

In order to meet the large revenue goal confronting us, it will be 
necessary to rely on the individual-income tax—the backbone of our 
revenue system—for a very large share of the additional revenues. 
The $4,000,000,000 increase recommended by the President can be 
provided by raising all income-tax-bracket rates by 4 percentage 
points and by an upward adjustment of the taxes on capital gains. 

A 4-percentage-point-rate increase would raise the starting rate, 
applicable to the first $2,000 of taxable net income for a single person 
and $4,000 for a married couple, to 24 percent (table 10). The 
increases in tax liabilities for various net incomes before exemptions 
are shown in chart 4. A married person with two dependents and 
with a net income of $3,000 now pays $120 or 4.0 percent of his 
income in tax. The proposed rates would increase his tax liability to 
$144 or 4.8 percent of his net income. At the $25,000 level, the tax 
would be increased from $6,268, or 25.1 percent, to $7,172, or 28.7 
percent of net income (table 11). 

In examining the possible methods of raising individual-income-tax 
vield, consideration was given to reducing exemptions. The President 
did not recommend this change because at current levels of income his 
revenue objective can be met by confining the income-tax increases 
mainly to those now taxable. 

The bulk of any major increase in individual-income-tax revenues 
will nevertheless come from the lower taxable brackets. Charts 5 and 
6, which show the distribution of income by size classes of adjusted 
gross income and taxable income, respectively, indicate that most of 
the tax base is in the lower end of the income scale (tables 12 and 13). 
It is estimated that 83 percent of all taxpayers and 58 percent of their 
taxable income is accounted for by the income groups below $5,000. 
This concentration of income must be tapped if the tax is to raise 
enough revenue. 

One important feature of the individual-income-tax structure is the 
method of taxing family income. You will recall that in 1948 Congress 
adopted universal income splitting in order to correct tax discrimina- 
tion between residents of community- and noncommunity-property 
States. 
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Chart 7 demonstrates some of the effects of income splitting on the 
relative tax liabilities of single persons and married couples. Single 
persons with income in excess of $3,100 will pay more tax under the 
proposed rate schedule than they paid during the war. On the other 
hand, married people in the middle brackets who benefit from the 
income-splitting provisions will pay substantially less than they did 
during World War II (table 14). 

There are differences of opinion about the fairness of the present tax 
treatment of family income and about the methods that might be 
adopted to modify the results of income splitting. Several possible 
courses of action are being studied by the Treasury and joint-com 
mittee staffs. The committee will undoubtedly want to examine this 
problem in all its implications before completing this vear’s tax legis- 
lative program. 

Increases In income-tax rates raise another important structural 
problem; one that requires more immediate action. I refer to the 
preferential treatment of capital gains. Gains from sale of capital 
assets held more than 6 months are now included to the extent of 50 
percent in taxable income and subjected to the regular rates. The 
taxpaver has the option to pay a flat 25-percent rate on long-term 
capital gains if this will result in a lower tax. 

The starting rate of the individual-income tax has risen from 16.6 
percent in 1948 to 20 percent in 1951. If another 4 percentage points 
are added to the initial rate, the tax on both ordinary income and on 
long-term capital gains realized by taxpavers in the lowest tax bracket 
will have been increased 45 percent over the 1948 level. Under the 
circumstances, it would be inequitable to leave the maximum effective 
rate of tax on capital gains unchanged at 25 percent, or only 1 per- 
centage point higher than the recommended rate in the first bracket. 
This maximum rate affects only about 5 percent of the taxpayers 
having long-term capital gains, but this small group accounts for more 
than half the capital-gains tax collected from individuals. 

The capital-gaims tax could appropriately be increased by raising 
the alternative tax rate from 50 to 75 pereent. This rate, combined 
with the 50-percent inclusion, would result in a maximum effective 
rate of 874% percent. This increase over the present 25-percent tax rate 
would be in line with the 45-percent increase in income-tax rates 
adopted last year and proposed now. A corresponding increase to 
37% percent should be made in the rate of tax applicable to capital 
gains of corporations. 

Lengthening the 6 months’ holding period now separating long- 
from short-term capital gains would provide more effective taxation 
of speculative profits. As a minimum, the holding period should be 
increased to 1 year. 

By this strengthening of the tax rates on capital gains, the 
individual-income tax will be made more equitable. This tax con- 
forms most closely to concepts of fairness in taxation. It allows for 
variations in income, deductible expenses, and family status. It is 
the fairest method of distributing the cost of the defense program. It 
is also less likely than other taxes to inflate the cost structure. As a 
result of the current payment system introduced during the war, this 
tax is especially well-suited for quick adjustment to changed financial 
requirements. With proper adjustments in its structure, the indi- 
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vidual-income tax can and should contribute greatly to our rev- 
enue objective in the defense period. 
Structural revision and enforcement 

As the President has indicated, those who bear heavy tax burdens 
are entitled to the assurance that others will not be permitted to 
avoid them. The last Congress provided part of this assurance by 
closing several important loopholes. But a number of other important 
areas remain. 

Every effort should be made to correct inequalities in the enforce- 
ment of the individual-income tax. The Bureau of Internal Revenue 
began a study of this problem with the 1948 tax returns on the basis 
of sampling methods which are unprecedented in this field. The 
information obtained from this investigation has enabled the Bureau 
to improve its procedures and to make more effective use of its limited 
enforcement staff. 

To obtain maximum compliance requires more than improvement 
in auditing procedures. A tax system which reaches the great 
majority of income recipients must employ mass enforcement methods 
which are as nearly automatic in their application as possible. The 
wage withholding system, for example-—now the cornerstone of indi- 
vidual-income-tax administration—has made a major contribution 
in improving compliance and enabling the individual to budget his 
taxes. 

During the last session vour committee explored the possibility of 
applying the withholding principle to dividend distributions by cor- 
porations. I urge you (to again explore this field. I would suggest 
that its application to payments of interest to individuals also be 
considered. 

Fully as important as improved enforcement is the need for improv- 
ing the tax structure in those areas which enable favored taxpayers 
to escape their fair share of the burden. 

One of the major structural defects is percentage depletion available 
to oil and mineral producers. This is costing the Government and, 
therefore, taxpayers in general, hundreds of millions of dollars each 
year, 

Under the percentage depletion provisions, owners of mines and oil 
wells are allowed to deduct a specified percentage of their gross income 
without regard to the capital cost of the property. These arbitrary 
rates of deduction range as high as 27'5 percent of gross income in the 
case of oil and may amount to 50 percent of the net income. Unlike 
other capital-recovery allowances, percentage depletion continues to 
be deductible even after 100 percent of the investment has been 
recovered tax free. Thus total deductions may eventually amount 
to many times the taxpaver’s actual investment. 

In addition to the highly favorable depletion allowances, oil 
producers can immediately deduct for tax purposes a substantial 
part of their outlays for drilling and development. The amounts of 
capital investment thus written off at the outset have no effect on 
the future percentage depletion deductions. This results in a double 
deduction with respect to the same capital investment. The com- 
bined impact of percentage depletion and the privilege of deducting 
drilling and development costs as a current expense is to wipe out the 
taux liability on incomes running into millions of dollars. 
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‘The Treasury discussed this problem at some length with your 
committee last vear. The urgency of remedial legislation in this 
area is even greater at the present time. I urge the committee to 
give earnest consideration to the previous Treasury suggestion that 
the rates of percentage depletion be reduced to 15 percent of gross 
income for oil, gas, ‘and sulfur, and to 5 percent for nonmetallic 
minerals. In addition, oil and gas operators who elect to expense 
intangible drilling and development costs should be required to make 
corresponding adjustments in the basis for computing their percentage 
depletion. This would mitigate the double deduction which com- 
pounds the potentialities for tax reduction under the present treat- 
ment, 

Another type of structural revision relates to the treatment of 
business organizations now exe mpt from tax, including cooperatives 
and other mutual enterprises. This committee is familiar with the 
difficult and controversial problems in this area, having conducted 
extensive hearings on this subject in recent vears. 

During the last session, vour committee found a solution for some 
of these problems, such as the unrelated business income of charitable 
and edueational institutions. The possibility of taxing the cooperative 
and other mutual enterprises was also then explored. [I would suggest 
that this examination be continued with reference to cooperatives, 
mutual savings banks, and building and loan associations. 

To the extent that collective buying and selling results in lower 
buving prices or larger incomes to patrons or members, these savings 
enter into their taxable income as individuals. However, funds which 
are not returned to members of these mutual enterprises = available 
tax free for ex jpariion in competition with other taxable businesses. 
We should seek to apply the corporation-income tax to such retained 
funds. This would not impair the ability of cooperatives and mutual 
savings and credit institutions to perform their traditional functions 
of collective buying and selling or pooling of savings for investment. 

The taxation of life-insurance companies is another important 
structural revision cited by the President to which your committee 
will wish to give careful attention. For many vears life-insurance 
companies have had special treatment which has enabled them to be 
taxed on a limited portion of their investment income only. The 
breakdown of the taxing formula in 1947 led to the development of a 
special stop-gap provision governing the treatment of these companies 
for the vear 1949 and 1950. No one can be more familiar with the 
difficult and complex issues in this area than the members of this 
committee who assisted in the formulation of these temporary pro- 
visions. Development of a more satisfactory permanent solution is 
another task of structural revision which will add to the strength of 
the revenue system. 

The present provisions extending preferential capital-gain treatment 
to profits realized from the sale of business property should be revised 
to meet the growing technical problems and tax-avoidance oppor- 
tunities that have arisen in this area. These provisions are being 
systematically exploited for the conversion of what is, in reality, 
business income, to capital gains. <A redefinition of the income base 
to include these gains merits vour careful consideration. 

The treatment of tax-exempt see writes also merits attention in the 
present situation. The exemption of State and municipal securities 
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from Federal taxation is a long-standing barrier to the achievement 
of equity in the distribution of the individual-income-tax burden. 
The removal of the exemption privilege is made more difficult by the 
fact that it would increase to some degree the cost of future State 
and local borrowing. A reasonable basis can be developed for the 
taxation of future issues of State and local securities without burdening 
States and localities excessively. 

The estate and gift taxes are also in need of revision and would 
contribute to our revenues. In my appearance before your committee 
last vear I presented the results of a detailed analysis of these taxes. 
I explained at that time that the weakness of the present estate and 
gift taxes results from (1) the overly favorable treatment of property 
placed in trust for several generations, (2) the opportunity to escape 
the higher estate-tax rates by making gifts subject to lower tax rates, 
(3) the large exemptions, and (4) the ineffectiveness of the present 
rate schedule. The last two weaknesses were greatly magnified by 
the estate and gift splitting provisions introduced by the 1948 act. 

In the course of this year’s program, the committee may also want 
to consider changes in the structure of the excess-profits tax, as sug- 
gested in the President’s message. Combined with legislation on the 
renegotiation of war contracts, which is now under consideration in the 
Senate, an effective excess-profits tax can prevent profiteering and 
contribute to a more equitable distribution of the tax burden. It can 
also be relied on to make a substantial revenue contribution. 

The proper treatment of these areas of structural revision is fairly 
clear in some cases. In others, the general approach to a desirable 
solution has previously been submitted to your committee although 
the detailed formulation of revised treatment would require further 
technical study. In still others, the development of a satisfactory 
approach must face up to difficult and far-reaching considerations 
transcending the revenue factor. 

The several tax areas to which | have referred, and such other 
revenue possibilities as will be developed in the course of your hearings, 
will all need to be fully explored in rounding out the revenue program 
for this vear. 

In meeting the costs of defense by current taxation we are fortunate 
in the basic willingness of American taxpayers to pay for national 
defense and their ability to do so. It is essential, however, to the 
preservation of these assets that we take care to remove the imper- 
fections in the tax laws which provide means of escape for some and 
create unnecessary hardships for others. 

May I, in conclusion, assure you of the President’s appreciation of 
the vastness and complexity of the task which the present situation 
compels him to place in your hands. I hope that the people throughout 
the country are aware of the pace which vour committee and the 
Senate Finance Committee have had to set under the force of events 
during the past 7 months. The Treasury Department stands ready 
with all its facilities to supply vou with information and provide such 
other assistance as may be helpful in this difficult task. I am sure that 
you also have the support and understanding of the American people 
in this undertaking. 

(The tables and charts referred to follow:) 
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TABLE 1.—Revenue effect of proposed excise, corporation, and individual income tax 
rate changes 

Estimated increase in 

revenue in a full year! 


Excise taxes __ _ _- , - $3, 035, 000, 000 
Corporation income tax 2 3, 080, 000, 000 
Individual income tax__- ol ee , 3, 600, 000, 000 
Capital gains: 
Individuals _ _ pings Niwot ; 330, 000, 000 
Corporations _- : ia 110, 000, 000 
Total___- cal —— ae _ 10, 155, 000, 000 


! The income and capital gains tax estimates are based on levels of income and prices estimated for cal- 
endar year 1951, and take into account the interrelated effects of changes in corporation and individual 
income tax rates. The excise tax estimates are based on levels of income for the fiscal vear 1952. 

? After adjustment for the short-run effect of the increased corporation taxes on dividends and the re- 
sulting reduction of individual income tax yield. The increase in liabilities of corporations is estimated 
at $3,261 in a full year. (See table 8.) 
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REVENUE REVISION OF 1951 


TaBLe 3.—Proposed changes in excise tar rates and estimated increases in revenue 





| Estimated revenue ! 
| nee pee 
Item Tax base Present rate | Proposed rate | | Bmore 
| Present | “2CTease 
law under 
proposal 
Alcoholic beverages: | ] | Millions | Millions 
Distilled spirits Proof gallon $9 ‘ $12 $1, 750 $329 
Beer Barre! gs | $12 670 287 
Still wines Gallon 15 cents, 60 cents, | 50 cents, $1.50, $3 | 
$2 , 80 % 
Sparkling wines Half pint 10 cents, 15 cents 15 cents, 22 cents | 
Total 2. OW) 7 
Tobacco 
Cigarettes Thousand $3.50 $5 1, 306 hl 
Cigars (see schedule | Thousand | $2. 50-$20 $1.50-$37.50 43 25 
A). 
Total 1, 349 AON 
Manufacturers’ excises 
Gasoline Gallon 115 cents 3 cents 600 Sal 
Automobiles Manufacturers’ 7 percent 20 percent S70 ORT 
pric 
Electric, gas, and oi] | Manufacturers’ | 10 percent 25 percent 2 65 24s 
appliances. price 
Refrigerators Manufacturers’ 1) percent 25 percent 60 rt) 
price 
Radios, television | Manufacturers’ 10 percent 25 percent Ss ST 
sets, phonogranhs, price 
phonograph rec- 
ords, musical in- 
struments. 
Total 1. 153 1. 608 
Miscellane ous (see sched qu 10S 
ule B) 


1 Full-year effect at estimated fiscal 
? Tax to include the following hous 
mangles, dishwashers, dryers 


| 


vear 1952 levels of income 
hold type of ele 
sewing machines, floor polishers and waxers, garbage disposal units, and 


hines, 


trical appliances: vacuum cleaners, washing mac 


razors. 
SCHEDULE A. CIGAR TAX SCHEDULE 
Intended retail price 
ents per cigar Present Proposed 
rate, per rate, per 
thousand thousand 
Over Not over 
2.0 $2.50 $1.50 
20 2 5 2 50 ; a0 
2.5 $0) 3.00 3. 50 
4. 60 1 6. AO 
6.0 0 7m 9. 75 
x wo 1OoOo 19 7 
10.0 12 { 100 15. 75 
wo 14.0 wo 18.75 
14.0 15.0 10.00) 21. 75 
15. ¢ 0 15. 00 21.75 
16.0 m0 mM 24. 7. 
iS. f 20.0 15. 00 7. ¢ 
0 0 OO 37. 50 
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TABLE 3.—Proposed changes in excise tax rates and estimated increases in revenue— 
Continued 


SCHEDULE B. MISCELLANEOUS EXCISE TAX PROPOSALS 


Rate 


Item 
Present law 


$20 per year per table or 
alley. 

20 percent of retail price if 
fur is valued at more 
than 3 times the next 
Inost important compo- 
nent 

No tax 


Bowling alleys and bil- 
liard tables 
Furs 


Golf green fees 
Jewelry 
10 pereent for watches 
selling for not more than 
$65 and alarm clocks for 
not more than $5. 


Toilet preparations 20 percent of retail price 


Total 


! Full year effect at estimated fiscal 1952 levels of inc 


TABLE 4. 
price 


20 percent of retail price; | 


Proposal 


20 percent of charge for use 


20 percent of retail price if 
fur is component of chief 
value. 


20 percent of charge . 

Extend tax to silver-plated 
flatware, certain foun- 
tain pens, and make rate 
20 percent on clocks and 
watches now taxed at 10 


percent. 
Extend to shampoos con- 
taining more than 5 


percent of saponaceous 
matter. 


rmne. 


Present and proposed excise taxes on selected items 
including tar 





Item 


Excises for which rate increases are proposed: 
Distilled spirits 

Cigarettes 

Sweet wine 

Beer 

Bowling alley and billiard tab'e charges 

Passenger automobiles 

Electric, gas. and oil appliances ! 
Refrigerators 

Radios, phonographs, television 

Musical instruments 

Cigars 

Phonogr iph records 

Table wine 

Gasoline 


zets 


Excises on consumer items for which no rate increase 


Poll telephone and telegraph services 
Admissions and cabarets 
Retailers’ excises (furs, ete 
Leases of safe de posit boxes 
Club dues 

I o¢ il te lephone Service 
Manufactured tobacco 
Photographic apparatus 
Transportation of persons 
Electric light bulbs 


2 


Estimated revenue ! 


Present 


law 


$4, 000, 000 


62, 000, 000 


0 


222, 000, 000 


121, 000, 000 


409, 000, 000 


+ Increase 
under 
proposal 


$20, 000, 000 


25, 000, 000 


6, 000, 000 
54, 000, 000 


3, 000, 000 


108, 000, 000 


as percent of retail 


Present law } 


are proposed 


Matches 

Photographic film 

Tubes 

Tires 

Firearms 

Lubricating oil 

Assuming no pyramiding of proposed tax increases. 


? The present tax is an annual charge per unit and cannot be expressed as a percent of c 


the facilities 
| 


nder the proposal, the tax would be extended to certain items not now taxed 


Percent 
4 


“4 


! 


15 


Mire 


Proposed 


taxes ! 
Percent 
4 
15 
| 
21 
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TaBLe 5.—Amount and proportion of consumer expenditures directly subject to 
Federal ercises, 1949 


[Dollar amounts in millions] 


Amount sub- Percent sub- 


Total ject to tax ject to tax 
Consumer expenditures $178, 832 $40, 609 22.7 
Food and tobacco__- 62, 890 13, O86 20.8 
Clothing, accessories, and jewelry 22, 620 1, 49 6.8 
Personal care - - ; 2, 200 | SHS | 25.7 
Housing - - : 17, 203 0 0 
Household operation 23, 531 5, 129 21.8 
Medical care and death expenses 8, 990 0 0 
Personal business ‘ 7, 447 49 : 
‘Transportation 19, 37: 14, 0 77.1 
Recreation 10, 184 5, 301 52. 
Private education and research 1, 566, 0 0 
Religious and welfare activities 1, 777 0 0 
Foreign travel and remittances 1,051 0 0 
‘Total expenditures for durable commodities 23, S41 14, 719 61.7 
Total expenditures for nondurable commodities Os, M1 18, 306 18.6 
Services 8, 450 7, Os4 13.4 


Source: Survey of Current Business, Department of Commerce, July 1950. 


TaBLe 6.—Cor poration income tax liabilities under 1946-49, present, and proposed 
rates! 





- —_ —_ —— 


Income tax liabilities 


Net income : ba} a re pull yt niegeiegt iy gel 
194-49 Present Proposed 1M46-49 Present Proposed 
law '2 rates | 3 law rates 
Percent | Percent Percent 

$5,000 $1,050 $1, 250 $1, 650 21.00 25. 00 33.00 
$10,000 2 200 20) 3, 300 22.00 25.00 33.00 
$25,000 5.7m) 6, 2%) 8, 2500 23.00 25.00 33. 00 
$30,000 Ss, 400 8, 600 11, 000 2s. 1) 2s. 67 36. 67 
$40,000 13, 700 13, 300 16, 500 34.25 33. 25 $1.25 
$50,000 19, G00 Ts, 000 22,000 38. 00 346, 00 14.00 
$60,000 22, 800 22, 700 27, 500 38. 00 37.83 $5.83 
$75,000 28,500 | 20.7%) 5,750 $s. 00 39. 67 47.67 
$100,000 38, 000 41, 500 #9, 500 tO 11.50 49. 50 
$200,000 7H, O00 8S, 500 104, 500 38.00 44.25 52. 25 
$500,000 100, 000 229, 500 269, 500 38. 00 H.W 53. 90 
$1,000,000 380, 000 44, 500 544, 500 38.00 45.45 M45 
$10,000,000 3.800, 000 4, 004, 500 5, 494, 500 38. 00 45.9 4.05 
$100,000 000 $8,000,000 5 46,994 500 54. 994. 500 00 "99 4.99 


Does not include 30 percent tax on excess profits 
? Normal tax, 25 percent on all income; surtax, 22 percent on 
4 Normal tax, 33 percent on all income; surtax, 22 percent on 


income over $25,000, 
income over $25,000, 
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TABLE 7.—Effective rates of total income and excess-profits tares under present law 
and proposed rates for corporations with current incomes of $100,000, $1,000,000, 


and $10,000,000 





Current income 








Current income as a percent $100,000 $1,000,000 | $10,000,000 
of base period eS oo Oa |S Seana lee ae | “a 
Present Proposed Present Proposed Present | Proposed 
law ! rates ? law ! rates 2 law ! rates ? 
Percent Percent Percent | Percent Percent Percent 
70 percent on 41.5 49.5 46.5 54.5 46.9 4.9 
&) percent 41.5 49.5 46.5 54.5 4.9 
85 percent 41.5 49.5 46.5 4.5 4.9 
#0 percent 43. 2 51.2 45.1 56.1 56.6 
100 percent 46.0 54.0 51.0 59. 0 59.4 
110 percent 48.3 6.3 53.3 61.3 61.8 
120 percent 50.3 58.3 55. 2 63.2 | 63.7 
130 percent 51.9 59.9 56.8 4.8 | 65.3 
140 percent 53.3 61.3 58.2 6. 2 66.7 
150 percent 54.5 62.5 59.5 67.5 67.9 
160 percent “KS. 6 63.6 60.5 68.5 69.0 
170 percent MWS 5 61.5 60.5 69.9 
170.63 percent 56.6 6 61.5 69.5 70.0 
176.5 percent 57.1 65.1 62.0 70.0 70.0 
180 percent 57.3 5.3 62.0 70.0 70.0 
19) percent fs. 1 iH 1 62.0 70.0 70.0 
20) percent... 58.8 66.8 f2.0 70.0 70.0 
268.4 percent. 62.0 70.0 62.0 70.0 70.0 


! Normal tax, 25 percent on all income; 


percent on income in excess of 85 percent 
#2 percent of all income. 

2? Normal tax, 33 percent on all income; 
percent on income in excess of 85 percent 
70 percent of all income. 


TARLBE 8. 


surtax, 22 percent on income 
of average base-period income; 


surtax, 22 percent on income 
of average base-period income; 





above $25,000; excess-profits tax, 30 
maximum effective rate limitation, 


above $25,000; excess-profits tax, 30 
maximum effective rate limitation, 


Estimated distribution of taxable corporations, net income, and tax 


liabilities under present law and proposed rates, for calendar year 1951 


Taxable net income class 


0 to $25,000 

$25,000 to $50,000 
$50,000 to $100,000 
$100,000 and over 


Total 


0 to $25,000 
$25,000 to $50,000 
$50,000 to $100,000 
$100,000 and over 


Total 


Number of Taxable 


corpora- net in- 

tions come 
281, 000 $1, O53 
49, 400 1,604 
27, 720 1, 959 
41, 680 35, 14 
400, 000 40, 760 

Percer 

70.3 8 
12.4 4.2 
“Yu is 
u4 SH. 2 
10 100.0 


Income and excess-profits tax 
liabilities 


Present I roposed Increase 3 


rates » rates 3 
Millions 
S455 Sota sim 
562 67 135 
S71 1,028 157 
19, O71 21, 883 2,812 
20, 992 24, 253 3, 261 


it distribution 


2.3 2.7 Ls 
2.7 2.9 4.1 
11 4.2 1s 
“sS m2 sf. 2 
100.0 1o.0 ooo 


Excludes capital gains subject to alternative tax, amounting to $800,000,000, 

? Excludes $20,000,000 of alternative tax on capital gains under present law. 
Does not take account of an estimated $181,000,000 decrease in the yield of the individual income tax 
resulting from decreased dividend payments in the short run because of the increase in corporation taxes. 


NoTE 


Figures are rounded and will not necessarily add to totals. 





; 
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TaBLeE 9.—Corporate profits before and after tares, dividends, and undistributed 
profits, 1929, 1932, 1939-50 


{In billions of dollars] 








Corporate Corporate Undistrib- 
Year or quarter | profits | Taxes profits Dividends | uted 
before taxes after taxes profits 
1929. . . | $9.8 $1.4 | $8.4 $5.8 $2. 6 
1932. . . —3.0 4 —3.4 2.6 —6.0 
1939... 6.5 1.5} 5.0 3.8 12 
1940 9.3 2.9 6.4 4.0 24 
1941 17.2 7.8 94 4.5 4.9 
1942 ay 11.7 9.4 4.3 5.1 
1943 25.1 | 14.4) 10. 6 4.5 6.2 
1944 24.3 13.5 10.8 4.7 6.1 
1945 19.7 11.2 8.5 4.7 3.8 
1946 23.5 9.6 13.9 5S s1 
1947 30.5 11.9 18. 5 6.6 12.0 
194 33.9 13.0 20.9 7.5 13.4 
1049 27.6 10.6 17.0 7.8 ¥.2 
1950! w).2 18.3 21.9 su 13.0 
Annual rates, seasonally adjusted 
1958 
First quarter 32. 5 12.4 20.1 7.2 2.9 
Second quarter 34.6 13.2 21.4 7.3 14.1 
Third quarter 35.3 13.4 21.9 7.5 14.4 
Fourth quarter 33.1 12.9 20.3 7.9 12.4 
1949 | 
First quarter 28. 3 10.9 17.4 7.9 9.5 
Second quarter m4 10.0 16.4 ye, 8.7 
Third quarter. 23.2 10.8 17.3 7.4 10.0 
Fourth quarter 27.6 10.6 16.9 8.2 8.7 
1950 
First quarter 29. 2 13.2 16.0 81 7.9 
Second quarter 37.4 16.5 w.9 8.2 12.7 
Third quarter 4.4 20.6 25.8 9.4 16.4 
Fourth quarter ! 41s. 0 23.5 24.5 oS 14.7 


! Estimated by the Council of Economic Advisers. 


Source: Department of Commerce. 


TaBLeE 10.—Individual income tax rate schedules: Highest wartime rates, present 
law, and proposed rates 





144 act 1950 act P d 
Surtax net income (highest war- (present roposec 
time rates) rates) rates 

Percent | Percent Percent 
0 to $2,000 - 23 | 20 | 24 
$2,000 to $4,000 25 22 26 
$4,000 to $6,000 2 26 | 30 
$65,000 to $8,000 33 30 34 
$8,000 to $10,000 ‘ 37 34 | 38 
$10,000 to $12,000 41 3s 42 
$12,000 to $14,000 46 43 47 
$14,000 to $16,000 1) 47 dl 
$16,000 to $18,000 53 aw ae 
$18,000 to $20,000 a6 | 53 57 
$20,000 to $22,000 59 56 60 
$22,000 to $26,000 62 oo] oa 
$26,000 to $32,000 65 #2 tt) 
$52,000 to $38,000 os 65 ou 
$38,000 to $44,000 72 oy 73 
$44,000 to $50,000 7h 72 76 
$50,000 to $60,000 78 75 7¥ 
$60,000 to $70,000 = sl 7s 82 
$70,000 Lo $80,000 s4 sl s) 
$80,000 To $90,000 ST s ss 
$90,000 Lo $100,000 ww a7 vl 
$100,000 to $150,000 W2 Su at 
$150.000 to $200,000 a3 vo U4 
$200,000 and over 2___. ‘ U4 v1 v5 





' Revenue Act of 1950 rates, applicable to 1951 incomes. 
? Subject to the following maximum rate limitations: Revenue Act of 1944 and proposed rates; 90 percent, 
1950 act, 87 percent. 
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TABLE 11.—Comparison of individual income-taz liabilities under present law! and ; 
proposed rates 2 


SINGLE PERSON—NO DEPENDENTS 
————_.————————— 
. ae ae Pee Increase over | Tax increase as 
Amounts of tax Effective rates present law percent of — 


Net in- 


Net income before 














exemption | 
Present Proposed! Present Proposed) Amount | Effective, Present |come after 
law rates law rates of tax rates law tax present 
law tax 
Percent | Percent | Percent 
S800 so $48 5.0 6.0 $s 1.0 20.0 11 
$1,000 0) O68 80 0.6 if 1.6 20.0 1.7 
$1,500 1IS/) 216 12.0 | 14.4 36 2.4 20.0 af 
$2,000 280) 336 14.0 16.8 iM 2.8 20.0 3.3 
$3,000 48s js 16.3 19.5 ow 3.2 19.7 3.8 
$5,000 “44 1, 120 18.9 22. 4 176 3.5 18. 4.3 
$8,000 1, 780 2, 076 22. 3 26.0 206 3.7 16.6 4.8 
$10,000 2, 436 2, 812 24.4 28. 1 376 3.8 15.4 5.0 
$15,000 4,448 5,024 29.7 33.5 576 3.8 2.9 5.5 
$20,000 6, 942 7,718 34.7 38. 6 776 3.9 11.2 5.9 
$25,000 9, 706 10, 772 39, 2 43.1 976 3.9 10.0 6.4 
$50,000 265, 388 28, 364 42.8 M7 i, 076 40 7.5 S.4 
$100,000 4, 70S 70, 774 HAS 70.8 3, 976 4.0 6.0 12.0 
$500,000 129, 274 449, 250 85.9 sug 19, 976 10 4.7 28. 2 
$1,000,000 2 870,000 * 900, 000 287.0 190.0 30, 000 3.0 3.4 23.1 
MARRIED PERSON—NO DEPENDENTS 
$1,500 . $60 4.0 4.8 $12 0.8 | ».0 | 0.8 
$2,000... - 2 160 8.0 06 32 1.6 20.0 | 1.7 
$),000_. 360 12.0 4.4 72 24 0 27 
$5,000... : | 7H) 15.2 18. 2 182 3.0 20. 0 3.6 
$8,000. . 1, 416 17.7 21.1 272 3.4} 19.2 41 
$10,000 1 Is. 9 22. 4 382 3.5} 18.6 | 4.3 
$15,000 3 21.7 | 25.4 552 3.7 | 16.9 | 4.7 
$20,000 1, 24.4 a1 72 3.8 15.4 | 5.0 
$25,000 i 26.9 30.7! 952 3.8 14.2) 5.2 
$50,000 39.2 43.1 1, 952 | 3.9 10.0 6.4 
$100,000 5 52.8 | 56.7 | 3, 952 | 4.0} 7.5 | 8.4 
$500,000 408, 423, 500 8O.7 84.7) 19,952 | 4.0) 4.9 20.7 
$1,000,000 , 858, 548 SUS, 500 85.9 | SY. 9 | 39, 952 | 4.0 4.7) 23. 2 
| ' i ' 
MARRIED PERSON—2? DEPENDENTS 
$3,000 $120 $i44 4.0 is $24 0.8 20.0 0.8 
$5,000 520 024 10.4 12.5 104 21 20.0 2.3 
$5,000 1,152 1, 376 14.4 17.2 224 2.8 1.4 3.3 
$10,000 1, 592 1, 806 15.9 304 3.0 19.1 3.6 
$15,000 2, 400 3, 404 19.3 aM 3.4 17.4 4.2 
$20,000 444 5, 168 | 22.3 74 3.5 15.8 4.5 
$25,000 6, 208 7,172 25.1 Oot 3.6 14.4 4.8 
$50,000 15, SS4 20, 788 | 37.8 41.¢ Loo 3.8 | 10.1 ae | 
$100,000 ; } S192) 55,816 | 51.9 55.8 3,004 | 3.9 | 7.5 8.1 
$500,000 : | 402,456 | 422,360 | 80.5 | 4.5 19, 904 | 4.0 4.9 20.4 
$1,000,000 857,456 | 897,350 85.7 89.7 | 39,904 4.0 | 4.7 28.0 
| | 





1 Revenue Act of 1950, rates applicable to 1951 incomes. 
? Taking into account maximum effective rate limitation of 87 percent. 
? Taking into account maximum effective rate limitation of 90 percent. 


Nore.—Assumes all income is owned by one spouse. 
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TaBLe 12.—Estimated distribution of tarable individual income-tar returns, income, 
and tax liability under present and proposed rates, for calendar year 1951 


Under $1,000 

$1,000 to $2,000 
$2,000 to $3,000 
$3,000 to $4,000 
$4,000 to $5,000 


Under $5,000 


$5,000 to $10,000 
$10,000 to $25,000 
$25,000 to $50,000 
$50,000 to $100,000 
$100,000 to $250,000 
$250,000 to $500,000 
$500,000 Lo $1,000,000 
$1,000,000 and over 


$5,000 and over 


Total... 


{Money 


Number of 
taxable 
returns 
(thous- 

ands) 


971 
, OOS. 
, 329. 


tenho 


, 192 


41, 716.0 | 


Adjusted 
gross in- 


amounts in millions] 


Total tax 4 


| Surtax net 
income - 


come ! Present Proposed 
law Tates 

$1, 606.7 $248. 7 $49.7 $59.6 
10, 333.1 | 4,029.5 SO5. 9 967.1 
26, OOS.8 10, O86. 7 2, O18. 6 2, 422.1 
32,716.1 | 13, 232.9 2. 656.5 3, 185.8 
27,688.0 | 12, 793.8 2, 575. 1 3, O86. 9 
_ 88, 387. 6 | 40,391.5 &, 105.8 9, 721.5 
~ 36, 12.9 |} 21, 163.6 4, 332.7 », 179.2 
19,687.0 | 14, 924.5 3, 571.9 4, 168.9 
7, 780.0 | 6, 46.7 2, 175. 8 2, 437.7 
4,649.0) 3, 802.1 1, 836.3 1, 08S. 4 
2, 755.8 2, 139.1 1, 385.6 1,471.2 
814.0 545.4 467.3 489.1 
428.0 | 251.0 253.9 263.9 
391.0 | 246. 1 253. 3 263.1 
72, 617.6 44, 618 6 14, 276.8 16, 261.5 
170, 975. 3 90, 010.1 22, 382. 6 25, YS. 0 





Increase 


$9.9 
161.2 
403.5 
529.3 
511.8 


1,615.7 


846.5 
597.0 
261.9 
152.1 
85. 6 
21.8 
10.0 
9S 


1, 984.7 


3, 600.4 


! Returns of estates and trusts are classified by size of total income before deduction of amounts distribu- 


table to beneficiaries. 


? Excludes amounts subject to the 50 percent alternative rate on long-term capital gains, 
and alternative tax. 


3 Includes surtax, normal tax, 


NOTE. 


13.- 


TABLE 


Figures are rounded and will not necessarily 


—~Estimated cumulative number of taxpayers. 


add to totals. 


their surtax ne 


t income 


and combined normal tax and surtax, distributed by surtax net income brackets, 


Lad calendar year 1951 








Single estates, 





. oe versons, 1 
Married persons be trusts rotal 
: pee nn ors Cumu-} — : | Cumu- Bi Cumu- 
lated | Surtax Normal lated | Surtax Normal lated | Surtax | Normal 
number net tax and number net tax and number net tax and 
of tax- | income | surtax | of tax- | income | surtax of tax- income | surtax 
payers ! payers payers 
| Thou- Thou- Mil- Mil- Thou- Mil- Mil- 
sands sands lions lions sands lions lions 
0 to $2,000 51, 729. 7/$ 414, 568.0 $15, 441.8 $3, 108. 4 66, 580. 7 $62, 698. 9 $12. 530.8 
$2,000 to $4,000 6, 520 7 3 2,620.5 2,470.0 543.4. 9,441.1) 10,4715) 2,303.7 
$4,000 Lo $6,000 2, 467.7 Ss 584.0 7.1 205.4, 3,051.7, 4,335.5!) 1,127.2 
$6,.00 to $8,000 1,318.1 .9| 275.4 1.5 138.5) 1,593.4) 2, 668.0 800. 4 
$000 to $10,000 U5. S > 192.8 309.0 105.1 1,088.6 1,779.9 605.2 
$10,000 to $12,000 620.8 5 138.0 235. 2 80.4 758.8) 1,273.5 483.9 
$12,000 to $14,000 430.4 1.2 9.2 ISs4. 6 74.4 AB5. 6 O68. 5 415.6 
$14,000 to $16,000 343.3 S 7.9 147.7 niw4 423.3 755.8 355. 2 
$16,009 to $18,000 274.1 8 65.6 oo 339.7 HO9. 6 304.8 
$18,000 to $20,000 244.9 SsY.: 24.3 4.4 52. 5 280.3 488.4 2588 
$20,000 to $22,000 183.0 315.5 176.7 45.0 45.4 228.0 306. 6 222. 1 
$22,000 to $26,000 __ 145.7 480.1 288. 6 37.8 75. 9 183.5 O17.7 304.5 
$26,000 to $32,000 100.3 495.5 307.2 27.3 S56 27.6 633.5 392.8 
$52,000 to $38,000 i) 326. 7 212.4 18.8 4.5 79.9 425.9 274.9 
£38,000 to $44,000 43.6 227.2) 156.8 13.6 52.3 57.2 302.9 209.0 
$44,000 to $50,000 3. 1 ISOS 1. 2 11.2 44.4 4.2 242. 5 174.6 
$50),000 to $60,000 21.4 189. 1 141.8 03 i&,3 30.7 266.8 20.1 
$60,000 to $70,000 Is. 1 125. 7 9S. 0 6.8 3.4 24.9 IS1.3 141.4 
$70,000 to $80,000 li. 1 87.5 70.9 4.6 33.6 15.7 129.0 104.5 
$80,000 to $90,000 8.2 fi2. 7 52.7 3.5 27.3 11.7 95, 2 7uY 
$00,000 to $100,000 5 42.3 45.5 3.0 24.3 8.6 a2 69.7 
$100,000 to $150,000 3.6 128. 2 114.1 2.7 io 6.4 200.0 178 0 
$150,000 to $200,000 2.( 61.2 55.1 u 31.5 2.9 W.2 SH 
Over $200,000 7 172.5) 157.0 $ 115 1.2 205.0 26s. 4 
Total iS, 602. 4-16, 750.0 21, 407.7 5,213.0 0), 010.1, 21, 953.0 


' Married couples filing joint re 


net income. 


NoTE.—Figures are rounded and will not necessarily add to totals. 


urns are counted as two taxpayers each with half of the siniiienhvinten 
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TABLE 14.—Amounts and effective rates of individual income tax, Revenue Act of 
1944, present law ' and proposed rates 


SINGLE PERSON—NO DEPENDENTS 
































| | 
| Amounts of tax | Effective rates 
' 
Net income before exemption | ls P , 
| = *resent Proposed Present | Proposed 
1944 act | law | rates | 1944 act | law rates 
SEER es ee Sa a EEE 
| | 
| | Percent | Percent | Percent 
$600 23 | 3.8 | z oA aa 
$S800 690 $40 Mas .6 } 5.0 6.0 
$1,000 115 sO) 6 .5 | 8.0 | 9.6 
$1,500 | 230 180 216 .3 12.0 | 14.4 
2,000 345 | 280 336 | 3 14.0 16.8 
$3,000 } 585 488 584 | 5 16.3 | 19. 5 
$5,000. 1, 105 | 944 | 1,120 | 1 18.9 | 22.4 
$8,000 | 2,035 | 1,780 2.076 | 4 22.3 | 26.0 
$10,000 2, 755 | 2, 436 | 2,812 7.6 | 24.4 | 28.1 
$15,000 4, 930 4, 448 5, 02 9 | 29.7 | 33.5 
$20,000 7, 580 6,942 | 7,718 | 9 | 34.7 | 38.6 
$25,000 | 10,590 9, 796 10, 772 4 | 39.2 | 43.1 
$50,000 | 27,915 | 26,388 | 28 364 9 | 52.8 | 56.7 
$100,000 | 69,870 | 66, 798 70, 774 9 | 66.8 | 70.8 
$500,000 ie 444,350 420,274 449, 250 y 85.9 | 89.9 
$1,000,000 | 2 900,000 | 870,000 | 2 900, 000 0 387.0 290.0 
MARRIED PERSON—NO DEPENDENTS 
| Percent | Percent | Percent 
$1,000 $15 ool 7 eee Pat ivi 
$1,200 él fg ae i, SSA 
$1,500 130 $72 8.7 | 4.0 | 4.8 
2,000 245 192 | 12.3 | 8.0) 9.6 
$3,000 475 432 15.8 12.0 14.4 
$5,000 975 912 19.5 15.2 18.2 
$8,000 1, 885 l 1, 68S 23.6 17.7 21.1 
$10,000 2, 585 | 1, 2, 240 25.9 | Is. 22. 4 
$15,000 4, 605 3, 3, S12 31.3 N.7 25.4 
$20,000 7,315 1 5, 624 36.6 M4 | 1 
$25,000 10, 205 fi, 7, 676 41.2 | 6.9 | 30.7 
$50,000 27, 585 19, 1,544 55. 2 39. 2 413.1 
$100,000 60, 435 2, 56, 728 | 69.4 52.8 56.7 
$500,000 443, 805 403, 423, 500 SSS 80.7 4.7 
$1,000,000 3 900, 000 S58, 48 SOS, 500 a0 85.9 89. 
Note.— Assumes all income is owned by one spouse. 
MARRIED PERSON—2 DEPENDENTS 
Percen Percent | Percent 
$1,000_. 1.5 , ‘ 
$1,500 2.0 
$2,000 2.3 
$2,400 4.7 
$3,000 $120 Si44 9.2 4.0 4.8 
35,000 520 nat 15.1 10.4 | 12.5 
$8,000 1, 153 1, 376 198 14.4 17.2 
$10,000 1, 502 1, 806 | 22. 5 15.9 | 19.0 
$15,000 2, 900 3,404 24 19.3 22.7 
$20,000 4,404 5, 168 3.9 22.3 25. 8 
$25,000 6, 268 | 7, 172 8.8 25.1 | 28.7 
$50,000 18,884 | 20, 788 53.7 37.8 | 41.6 
$100,000 51, 912 | 55, S16 | 68.6 | 51.9 55.8 
$500,000 442, G85 2, 4565 122, 360 aA 6 SO.5 84.5 
2 900, 000 857, 456 897, 360 | 200.0 85.7 So. 7 


$1,000,000... 


' Revenue Act of 1950 rates applicable to 1951 incomes. 
? Taking into account maximum effective rate limitation of 90 pereent, 
* Taking into account maximum effective rate limitation of 87 percent. 


NoOTE.— Assumes all income is owned by one spouse. 
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The Cuatrman. Mr. Secretary, I wish to congratulate you on 
your very complete and informative statement. 
" Secretary Snyper. Thank you. 

The CHarrMan. I want to ask you some questions later on, but 
not now. 

Mr. Dingell is recognized. 

Mr. Dinceuu. Mr. Secretary, I want to express to you my personal 
pleasure that you have not recommended a general sales tax, either 
at the manufacturer’s level or at the retail level. I hope you will 
maintain that position throughout, so that the little people of this 
country now shouldering the main portion of the load will not be 
further burdened through the imposition of a sales tax. 

I am, however, disappointed in the proposal covering the excise 
tax. You will realize, however, that I am not blaming you for such 
a proposal; I realize the gravity of the situation. Nevertheless I 
want to express my disappointment, because I am bitterly opposed 
to any further excises, spreading the base to include any more, or 
levying any additional excise taxes on those who are now paying 
them; and particularly am I opposed to the increases proposed on 
automobiles, on liquor, wines, and beer. 

If we are not careful, instead of gaining, we are going to lose much 
of the revenue that should come from those sources unless at one and 
the same time we impose rigid, severe penalties for violations, and 
they will have to be extreme penalties, to wipe out the moonshiners, 
the bootlegger and the smuggler, because they are on the increase as 
it is. 

Some years ago a witness appeared before this committee and 
pointed out that they were producing liquor, legitimate whisky in 
this country, at the rate of about 55 cents per gallon. So it seems 
to me that we have about reached the top in taxation on a legitimate 
article, on a piece of goods, whether it 1s liquid or otherwise, when 
we tax it at approximately 18 times its cost of production. Now 
you propose that the tax be raised to 24 times, or $12 a gallon. That 
is going to stimulate moonshining, smuggling, and bootlegging; that 
is going to stimulate production of alley beer and bathtub gin. It is 
going to bring back smuggling and it is going to go a long way toward 
bringing back conditions we abhorred and wiped out with the repeal 
of the eighteenth amendment which grew up during prohibition. I 
for one am going to be very, very hesitant about, if not completely 
opposed to, such disproportionate taxation on legitimate products. 

Another thing you propose here, without evidently taking into 
account the relative percentage of alcohol, is the increased tax on 
beer, the workingman’s champagne. That is another thing I am go- 
ing to fight, because I am going to try to protect the man who drinks 
beer, the food drink, the temperance drink. The man who drinks 
champagne, high-taxed champagne, may be able to take his daily 
dosage regardless of the tax, but the workingman will not be able to 
do quite as well with his beer, and I am going to do what little I 
can to save that situation. 

If we are going to increase the tax on beer, as is suggested, there 
should be taken into account the percentage of alcohol in a barrel of 
beer, the tax rate now levied on the alekad in beer and is already 
disproportionate; it is out of line when you take into consideration 
the aleohol content of beer, and it ought not to go any higher under 
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The CHarrman. Mr. Secretary, I wish to congratulate you on 
your very complete and informative statement. 
” Secretary Snyper. Thank you. 

The CuarrMan. I want to ask you some questions later on, but 
not now. 

Mr. Dingell is recognized. 

Mr. DincGeti. Mr. Secretary, I want to express to you my personal 
pleasure that you have not recommended a general sales tax, either 
at the manufacturer’s level or at the retail level. I hope you will 
maintain that position throughout, so that the little people of this 
country now shouldering the main portion of the load will not be 
further burdened through the imposition of a sales tax. 

I am, however, disappointed in the proposal covering the excise 
tax. You will realize, however, that I am not blaming you for such 
a proposal; I realize the gravity of the situation. Nevertheless I 
want to express my disappointment, because I am bitterly opposed 
to any further excises, spreading the base to include any more, or 
levying any additional excise taxes on those who are now paying 
them; and particularly am I opposed to the increases proposed on 
automobiles, on liquor, wines, and beer. 

If we are not careful, instead of gaining, we are going to lose much 
of the revenue that should come from those sources unless at one and 
the same time we impose rigid, severe penalties for violations, and 
they will have to be extreme penalties, to wipe out the moonshiners, 
the bootlegger and the smuggler, because they are on the increase as 
it is. 

Some years ago a witness appeared before this committee and 
pointed out that they were producing liquor, legitimate whisky in 
this country, at the rate of about 55 cents per gallon. So it seems 
to me that we have about reached the top in taxation on a legitimate 
article, on a piece of goods, whether it is liquid or otherwise, when 
we tax it at approximately 18 times its cost of production. Now 
you propose that the tax be raised to 24 times, or $12 a gallon. That 
is going to stimulate moonshining, smuggling, and bootlegging; that 
is going to stimulate production of alley beer and bathtub gin. It is 
roing to bring back smuggling and it is going to go a long way toward 
=. ring back conditions we abhorred and wiped out with the repeal 
of the eighteenth amendment which grew up during prohibition. I 
for one am going to be very, very hesitant about, if not completely 
opposed to, such disproportionate taxation on legitimate products. 

Another thing you propose here, without evidently taking into 
account the relative percentage of alcohol, is the increased tax on 
beer, the workingman’s champagne. That is another thing I am go- 
ing to fight, because | am going to try to protect the man who drinks 
beer, the food drink, the temperance drink. The man who drinks 
champagne, high-taxed champagne, may be able to take his daily 
dosage regardless of the tax, but the workingman will not be able to 
do quite as well with his beer, and I am going to do what little I 
can to save that situation. 

If we are going to increase the tax on beer, as is suggested, there 
should be taken into account the percentage of alcohol in a barrel of 
beer, the tax rate now levied on the alcohol in beer and is already 
disproportionate; it is out of line when you take into consideration 
the alcohol content of beer, and it ought not to go any higher under 
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any circumstance. But if it should be done certainly it is going to 
have to be brought in line with the alcohol content in the more potent 
alcoholic drinks. 

I notice too there is one other thing that probably has not been 
included, which goes along with alcoholic drinks, and that is, if we 
are going to tax whisky we might give consideration to taxing soda 
water; we might tax ginger ale, we might even tax Coca-Cola. What 
is to prohibit it? I would not relish the idea, but I am still of the 
opinion that if we are going to do some taxing of the little fellow then 
we ought to go right down the line or not at all. 

Of course | would not be fair with vou, Mr. Secretary, if I did 
not offer some other concrete suggestions. I think that the proper 
source of revenue is not the product; it is the profit, and I think with 
the coffers of the corporations bulging with profits we ought to go 
strongly along the line of excess-profits, where we might skim off 
several billions of excess profits. 1 think that we ought to increase 
the amount of corporation taxes which you propose here from 55 to 
60 percent before we go into any excise increases. 

1 think that the people of this country would prefer to pay a little 
higher income-tax rate than they would to pay excise taxes or sales 
taxes. We may want to go into that phase a little more closely and 
a little more carefully. 

There are any number of other instances where we may examine 
the present tax structure. 

Tam glad to hear you recommending the thorough going-over of the 
estate and the inheritance taxes. And you refer to the establishment 
of some of the trust funds. They have been sources of much revenue 
loss to the Government over the years. I have heard the spokesmen 
for wealthy clients time and time again arguing and endeavoring to 
convince the committee that it does not make any difference whether 
you get taxes in installments annually or whether you get them when 
the person dies. But we know altogether too many examples where 
enormous tax free trust funds were established without paying any- 
thing to the Government, and we know that the benefits from those 
trust funds have gone to those who have established them and to 
their heirs. And we know that the Government does not get its 
fair share of the accumulation, as we have been told time and again 
would result, and I think that is something we must go into, to prevent 
these trust funds from being created without the Government getting 
its cut of the accumulations. 

Now, Mr. Secretary, I would like to ask you this question, which 
you may answer or you may reserve your opinion on if you wish: 
Are we not today paving for the folly of World War II, when instead 
of imposing higher tax rates so that we might have been somewhere 
near on a pay-as-you-go basis, we held back on the taxes so that today 
we are forced to pay for that neglect or for that oversight? Should 
not our taxes have been higher in World War II? 

Secretary Snyper. Looking back at the picture from here it does 
appear that it would have been much more advisable to have paid 
more taxes at that time. But looking at our position today and the 
position of our economy today—our ability today is much greater 
than at the beginning of the World War IL period. 

Mr. Dincecy. But the accumulation of our huge World War II 
debt of some $250,000,000,000, and the cost of servicing that debt, 
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paying the interest on it, does impose a tremendous additional 
burden on us today when we are trying to meet what we recognize 
as a sound financial principle 

Secretary Snyper. There is no question about that. 

Mr. Dince ut. In trying to go on a pay-as-you-go basis, and the 
problem has been made more difficult as a result of the neglect in 
World War IT. 

Secretary Snyper. It is certainly accentuated by the size of the 
debt that we now have; yes. 

Mr. Dinceti. We would not be struggling with a second bite on 
taxation if we did not have to get nearly $6,000,000,000 to meet in- 
terest on an accumulated debt from the previous war. Is that not 
correct? 

Secretary Snyper. That is correct. 

Mr. Dineevr. I am sorry that I had to be out of the room for a 
moment, but you are proposing that we tackle this on a two-bite basis, 
in your tax proposal? 

Secretary Snyper. That seems to us to be the most appropriate 
approach to this problem. We are in vital need of having a tax- 
revenue system set up that will start to provide funds within the 
immediate future while we are working out the total tax program, the 
the total budget problem. It seems appropriate that we attack that 
part about which there is no question and then take up the second 
step, the remainder of what is needed to be on a pay-as-we-go basis, 
as the need becomes more clearly developed. 

Mr. Dingevy. In other words, if we impose the first $10 billion in 
taxes where they will be easiest to collect with the least amount of 
squawk from the plucked goose, then we will know how much addi- 
tional revenue we will have to get from other and more difficult 
sources in the second attempt. Is that correct? 

Secretary Snyper. It would be desirable to raise rates as quickly as 
possible in order to meet our immediate revenue requirements. 

Mr. Dincexy. In other words we know now that in certain cate- 
gories there are taxpayers who can and should pay more taxes and who 
can begin to pay as of January 1, 1951, and for that reason we want to 
take them in on the first step. If we attempt to get them all through 
in one bill we will be running here probably through the 15th of July, 
on this tax bill, before we get it through and the Senate gets a look at it, 
and that would mean it would be very difficult to go back and impose 
taxes, for example, on the individual income-tax payer, who is on a 
pay-as-you-go basis—it will make it almost impossible to impose 
taxes beginning the Ist of January, will it not, Mr. Secretary? 

Secretary Snyper. It would be; the longer it is put off the more 
difficult it is going to be. 

Mr. DincGety. And the same thing is true of corporations. There 
are two suggestions, first, in order to get started, we should know 
about how much we are going to tax, and then we will want to go 
into the second part also as thoroughly as we possibly can. Here it 
is the 5th of February already. 

Secretary Snyper. That suggestion is really in fairness to the 
Congress. When it learns what the tax burden will be, it will know 
what to do from the standpoint of revenue. 

Mr. Dince i. I grant you that. There are two phases of it. 

Secretary SNYDER. Yes. 
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Mr. Dince.i. The important question is this, that if we hold that 
up until we know how much total we can get we will not put through 
this tax bill before the 15th of July if we are through with it then, 
and that will make it difficult for individual tax payers and for cor- 
porations. Is that a correct deduction? Is that sound thinking or 
not, Mr. Secretary? 

Secretary Snyper. | think so. 

Mr. Dinece.v. Another point about this, Mr. Secretary, in thinking 
about a single tax bill, is that some people can say—and I do not have 
anybody in mind particularly, and I do not want anyone to take any 
umbrage about it, but I have been on this committee for a long time 
and I have seen some rather clever attempts made to shoulder the 
people with a uniform general sales tax, and I have an idea that this 
may be one of the attempts to hold down the first step long enough 
so that the people might be rigged for a uniform general sales tax. 
For that reason I want to see how much we have got to get, how much 
we can get, and try to get that in the first bite so that we will not have 
to go in for any sales tax. Do you have any ideas on that of your 
own? 

Secretary Snyper. I have no comments to make. 

Mr. Dincetyi. You would rather not. That is all, Mr. Secretary. 

The Cuarrman. Mr. Reed. 

Mr. Reep. Mr. Secretary, I do not know how the other members of 
the committee feel, but certainly it is very difficult for us to consider 
such a voluminous report, containing innumerable suggestions, and 
conduct a very thorough hearing and examination into the intricacies 
of these proposals. My personal viewpoint is that perhaps the 
committee could accomplish more, with your aid, if we should suspend 
operations and devote some time to studying the various phases of 
these proposals. 

There are a few places about which I could ask you. 

Secretary Snyper. Congressman Reed, you realize, of course, that 
we understand that it will take time to work out the problem. It was 
with that thought that we presented this to you this morning, and to 
assure you that we will be available for vou to discuss it; we will be 
available at all times. It was our thought that something had to be 
put together and this was just the earliest memorandum that we were 
able to get to you, but it does not mean that we will not be available 
at all times to discuss developments with you. 

Mr. Reep. That is the point that I have in mind, Mr. Secretary, 
that after an opportunity to really study the suggestions and to examine 
the various phases that are presented, the effect they will have on 
our economy, that we could accomplish more and save time rather than 
trying to go into the matter in detail this morning. 

Secretary Snyper. I made the suggestion in my statement that 
we would be available to come back at all times and to keep the staff 
here at all times. 

Mr. Reep. I would like to ask one or two general questions. Is not 
one of the most important questions that of inflation? Do you agree 
with that? 

Secretary Snyper. Inflation is a very serious problem, yes. 

Mr. Reep. Is not production one of the answers to that? 

Secretary Snyper. Yes. 





4 
: 
? 
4 
4 
: 


POPE a PT Aer e e ele! 


Ba Seta Ei healed ay 25: 


pilin. eh KEY 


eit Fern 


ee oe 


est chee 


tae © 


Coy 


NS A RE hadi A LEO MMR Leh PLA met AB ie 


‘ 





REVENUE REVISION OF 1951 35 


Mr. Reep. And is it your impression that, after giving the thorough 
study that vou have to this problem, that the tax proposals made by 
you will tend to increase or retard inflation? 

Secretary Snyper. Congressman Reed, the proposals we are offer- 
ing to your committee are areas which we would like vou to investigate 
and gointo. We are faced with a problem that I think is tremendously 
large, and you gentlemen on the committee who must vote on appro- 
priations certainly recognize at this time the seriousness of the problem 
of making appropriations for the defense program and thereby create 
the necessity for the revenues to meet those appropriations. 

I am up here this morning to try to join with you throughout this 
study to trv to find the proper methods for placing the tax burden. 
We have made a tentative start here by making certain proposals to 
you. If they are not the proper ones from the committee’s stand- 
point we certainly will be glad to discuss them further, or if there are 
some proposals that you have in mind as additions or to replace some 
of these, we are in accord with that thought, because what we are 
trying to do is to make a fair and equitable allocation of this addi- 
tional burden just as equitable as we can in order to meet the 
defense program. 

Mr. Reep. Now on this question of inflation: Do vou feel that the 
suggestions vou have made hone will tend to destroy the incentive for 
greater production? 

Secretary Snyper. | doubt that seriously; I do not think so. 

Mr. Reep. That is one of the things that I think we should con- 
sider. 

Secretary Snyper. Yes. 

Mr. Reep. Where we are going to get revenue, if we curtail pro- 
duction, is one of the problems, particularly in those plants that are 
not entirely on defense work. People have got to have a certain 
amount of nondefense goods even in a period of war, and the Govern- 
ment should have some revenue from those sources, do you not 
think? 

Secretary Snyper. I do not believe that this will curtail any pro- 
duction required for the defense program, Mr. Reed. We think that 
cut-backs for the defense program certainly those that are proposed 
in here, will keep the plants in full production to the capacity they 
have beyond the defense requirements. 

Mr. Reep. I want to ask you one other question: Do vou feel that 
the so-called fat, that is, the nondefense expenditures have been cut 
to the bone? 

Secretary Snyper. The President has told the press that expendi- 
tures outside the major military programs next vear would be 1.1 
billion dollars below this year. We have the Budget Director here, 
and he is to be available to go into the budget or any phase of it that 
this committee may want to discuss during the course of the hearings. 

Mr. Reep. It seems to me, in respect to this question of whether 
or not a billion dollars or more can be cut from the non-defense ex- 
penditures, we might consider this thought: Senator Byrd, on the 
Finance Committee of the Senate, an experienced and competent. 
businessman, seems to feel, judging from a press release, that several 
billion dollars—It think he has gone as far as 7 billion dollars—can be 
eliminated. Whatever it is, I am sure he is fair about it and has in- 
vestigated it. What is your opinion in regard to that? 
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Secretary Snyper. I think that vou gentlemen in Congress are 
going to follow the man who is most persuasive, whether it is the 
President or Senator Byrd, and will come to a conclusion on that 
subject in appropriating the funds. 

Mr. Reep. The thing that interested me was this: If the Appro- 
priations Committee will make a thorough study of the proposal, as 
I am sure it will, then we can better approach a tax measure; if we 
had some idea, a rather definite idea on just how much they are 
going to cut the appropriations that will not interfere with the de- 
fense program, we can then reaach a proper conclusion without taking 
a second bite. That is my own personal opinion, and that it would be 
better to proceed to raise such revenue as we need in one bill after we 
know what the over-all picture is. 

Secretary Snyper. Congressman Reed, lam sure you concur with 
me that to try to judge at this moment exactly what the Appropria- 
tion Committee will do during the course of its consideration of the 
budget is rather an unknown quantity. 

Mr. Reep. That may be true. 

Secretary Snyper. And therefore we cannot wait until they decide 
the entire matter before we have some revenue-producing program. 

Mr. Reep. Well that was exactly what was bothering me. 

Secretary Snyper. In presenting the matter in two separate ap- 
proaches to the program, it was recognized that regardless of how much 
is cut from the budget we are going to require more money, and that 
we will probably need more than the $10,000,000,000. 

Mr. Reev. That is right. 

Secretary SNypER. So it seemed to us better that we take the first 
step, and try to get some revenue coming in to stop deficit financing 
as early as possible. 

Mr. Reep. | think it would make for less trouble throughout the 
country if we handled it all in one bill, after the Appropriations Com- 
mittee has had time to give some time and attention to the problem 
of cutting expenditures. We leave it up in the air if we take two bites. 
If they are going to make any,cuts we do not know, and they do not 
know now what they are going to do. I see no reason why the 
Congress should not stay in session right through to the end and con- 
sider this in one bite. That is only my personal opinion. 

There are some other questions I would like to ask you. First, 
there seems to have been some controversy going on in respect to 
inflation with the Federal Reserve Board. Can you give us any light 
on that? I saw a little article about it in the press, and I would like 
to have light on it. 

Secretary Snyper. | would too. 

Mr. Reep. | have an article here put out apparently by the Federal 
Reserve Board, in the New York Times in the issue of February 4. 

(The article and text of memorandum are as follows:) 


{From the New York Times, Sunday, February 4, 1951] 


Truman Is Disporep spy Reserve Boarp—Ir Crres Recorp or Tatk Wiru 
Him vo Suow Iv Dion’? PievGe Poticy He Rerorrep 


(By Felix Belair, Jr.) 


WasuinGcton, February 3.— Marriner 8. Eccles, member and former Chairman 
of the Federal Reserve Board, denied flatly today President Truman’s assertion 
that he had the ageney’s pledge to maintain the Government securities market 
at existing levels ‘‘both as to refunding and new issues.” 
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Mr. Eecles said he was ‘‘astonished”’ at the President’s version of his meeting 
with the Reserve Board’s Open Market Committee last Wednesday as expressed 
in a public letter yesterday to Thomas B. McCabe, present Federal Reserve 
Chairman. Mr. Eccles backed up his stand by making public the Board’s own 
memorandum covering what took place in the meeting of the President with the 
Open Market Committee. 

In his letter to Mr. McCabe vesterday, the President thanked the Open Market 
Committee members for ‘their expression of full cooperation given to me yesterday 
in our meeting,” and added: 

“Your assurance that vou would fully support the Treasury defense financing 
program, both as to refunding and new issues, is of vital importance to me. 

PRESIDENT MENTIONS “ASSURANCE” 

“As IT understand it, I have your assurance that the market of Government 
securities will be stabilized and maintained at present levels in order to assure 
the successful financing requirements and to establish in the minds of the people 
confidence concerning Government credit.” 

Asked today for his view of this version of what took place at the meeting, 
Mr. Eccles replied: 

“Tam astonished. The only answer I can make is to give vou a copy of the 
record of what took place at the White House meeting, as agreed upon by the 
other members of the Federal Open Market Committee and from which I have 
deleted only certain references which deal with the international and military 
situation. 

“T am giving you this solely on my own responsibility and without the knowl- 
edge of the other members of the Committee. It is most unfortunate that this 
vitally important matter of monetary and credit control which Congress has 
placed in the Federal Reserve System has been raised in a manner which only 
needlessly adds to the confusion. Any other comment would be superfluous.” 


RECORD APPROVED BY ALL MEMBERS 


The memorandum, which was approved by the full seven-member Federal 
Reserve Board and the five Reserve bank presidents that together make up the 
Federal Open Market Committee, was barren of any reference to the mainte- 
nance of the Government securities market at present levels, to the pattern of 
rates announced recently by Secretary of the Treasury John W. Snyder or to 
new or refunding issues. 

It did say “the President said that he felt we had done a good job and wanted 
us to continue to do a good job in maintaining the financial structure of the coun- 
trv,” and added: 

“He made no mention of recent differences of opinion with the Treasury.’ 

President Truman declined to discuss the recent behavior of the Government 
securities market, according to the memorandum, but said “the was principally 
concerned with maintaining the confidence of the public in Government securities 
as one way of presenting a unified front again communism.” 

The whole Treasury-Federal Reserve controversy hinges on the method by 
which public confidence in Government credit should be maintained. The Treas- 
ury contends that the Open Market Committee should purchase Government 
securities in whatever amount proved necessary to protect the existing low pattern 
of rates. The Reserve Board insists that the market should be allowed to fix its 
own rate without Open Market Committee intervention except as a regulator of 
the volume of bank credit. 

As to this point, the memorandum said the President ‘‘did not indicate exactly 
the details of what he had in mind, but he reiterated that we should do everything 
possible to maintain confidence in the Government securities market.” 


’ 


uM’ CABE’S REMARKS RECALLED 


‘ 


Then, according to the memorandum, Chairman McCabe ‘‘outlined concisely 
some of the responsibilities with which we were charged, principally to promote 
stability in the economy by regulating the volume, cost and availability of money, 
keeping in mind at all times the best interest of the whole economy.”’ 

It has been the Reserve Board’s position for more than a vear now that it can- 
not possibly regulate the volume, cost and availability of money as long as it must 
go into the market to support Treasury offerings at the rate fixed by the Secretary 
or assume responsibility for failure of the issue. 








38 REVENUE REVISION OF 1951 


The Board has pointed out repeatedly in testimony to committees of Congress 
that in order to restrict available bank credits by raising its cost and, therefore, 
the competition for loans, it should be selling Government issues from its portfolio 
instead of buying, which only adds to available credit and cheapens its cost. 

Far from agreeing to any “truce” with the Treasury as a White House state- 
ment following the Wednesday meeting and the President’s letter vesterday im- 
plied, the memorandum showed that Chairman McCabe anticipated a continua- 
tion of the dispute and suggested to the President that if it could not be composed 
by agreement with Secretary Snyder, the group should return again to the White 
House. 

PRESIDENT IS QUOTED 


The memorandum quoted the President as saying that ‘this was entirely satis- 
factory” and that he “closed the meeting on the same note as it was opened 
namely, that he wanted us to do everything possible to support the President 
of the United States in achieving this end.” 

President Truman borrowed from his own experience as a purchaser of Govern- 
ment bonds to impress on the group the need of public confidence in the Govern- 
ment credit, according to the memorandum. 

The President recalled that on returning from France after the First World 
War, he received only $80 for the $100 bonds he had to cash in order to buy clothes 
and other necessities and that the same bonds later went to $125. 

“He said he did not want the people who hold our bonds now to have done to 
them what was done to him,” the memorandum said. 

Since the document was silent on the subject, it appeared that none of those 
present took the trouble to explain the difference between the Liberty bonds on 
which he took a loss and the existing E, F, and G bonds now widely held by the 
public which cannot fluctuate as to value. 

Just where the Treasury-Federal Reserve dispute was left by publication of the 
Federal Reserve memorandum was conjectural. Presumably it will go on until 
Congress decides to do something ahput the obvious conflict of policy between the 
two agencies. Pending that, it is assumed the Federal Open Market Committee 
will continue to support the Government market and thereby add to already 
excessive bank credit. 


[From the New York Times, Sunday, February 4, 1951] 
Text or Reserve Boarp’s MEMORANDUM 


Wasnineton, February 3.—Following is the text of the Federal Reserve Board’s 
memorandum, approved by all members, of the controversial meeting of its Open 
Market Committee last Wednesday with President Truman: 

“The full Federal Open Market Committee met with President Truman in the 
Cabinet Room shortly after 4 p. m., on Wednesday, January 31, 1951. Chairman 
[Thomas B.] McCabe had met with the President in his office a few minutes 
earlier and came into the Cabinet Room with him. The President shook hands 
cordially with every one present. 

The President stated that during the past few weeks he had met with many 
groups in the Government because he wanted them to know the seriousness of 
the present emergency and to ask for their full assistance and cooperation. He 
stated that the present emergency is the greatest this country has ever faced, 
including the two World Wars and all the preceding wars. 

He gave a brief sketch of the difficulty of dealing with the Russians. 

The President emphasized that we must combat Communist influence on many 
fronts. He said one way to do this is to maintain confidence in the Government's 
credit and in government securities. 


WARTIME EXPERIENCE RECALLED 


He felt that if people lose confidence in Government securities all we hope to 
gain from our military mobilization, and war if need be, might be jeopardized. 

He recalled his wartime experience when he bought Liberty Bonds out of his 
soldier’s pay. When he returned from France and had to sell his bonds to buy 
clothes and other civilian things, he got onlv $80 or a little more for his $100 
bonds and later they were run up to $125. He said he did not want the people 
who hold our bonds now to have done to them what was done to him. 

He stated that most politicians would not ask for higher taxes prior to election 
but that he had vetoed a reduction in taxes before election and won anyway. 
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If it had not been for that irresponsible reduction in taxes, he said, the Federal 
budget would have been in balance all these years. 

He stated that he wanted to levy all the taxes necessary to pay the cost of the 
defense effort which he felt would be between $100 and $120 billion over the next 
few years. He stated that he had just met with the congressional leaders and 
asked for $16 billion in taxes and that he expected to get this in two bites— 
a quick tax bill vielding about 10 billion and the other 6'% billion to come after 
more careful study. He wanted us to understand that he is doing all he can 
on the tax front to combat inflation. 


EXPERIENCE IN 16 BUDGETS CITED 


The President gave each member of the committee a copy of the Federa’ 
budget in brief, expressed the opinion that the budget had been pared to an 
irreducible minimum. He said that he had participated in the preparation of 16 
budgets and felt he was competent to judge and understand them. Maybe some- 
thing could be cut out but it would make a hole in the defense effort, and that 
he would not do. 

The President said that he felt we had done a good job and wanted us to 
continue to do a good job in maintaining the financial structure of the country. 
He further stated that he had had a number of conferences with our Chairman 
but this was his first opportunity to meet and talk with the entire committee. 
He made no mention of recent differences of opinion with the Treasury. 

Chairman McCabe thanked the President for receiving us and indicated that we 
all share his coneern for the maintenance of the Government credit. He stated 
that although the support of the Government bond market was something in the 
nature of an extracurricular activity for the Federal Open Market Committee, it 
had performed this service for the past 9 years or more and had done a very good 
job. 

, CONFIDENCE OF PUBLIC STRESSED 


He stated that the Committee bad always carefully weighed its responsibilities 
to the Government and to the general economy as well and that these are statu- 
tory responsibilities which it could not assign if it would. 

The President interjected that he was familiar with that, but wanted the 
Committee to continue its good work during the defense period. He emphasized 
that he was speaking of the defense period only. 

Chairman MeCabe referred to the fact that in the last few days the Government 
bond market had gone up a few thirty-seconds and then had come down a few 
thirty-seeonds, which he considered to be a proper market operational technique. 
The President said he would not undertake to discuss details of that kind, that he 
was principally concerned with maintaining the confidence of the public in Goy- 
ernment securities as one way of presenting a unified front against communism. 
He did not indicate exactly the details of what he had in mind, but he reiterated 
that we should do everything possible to maintain confidence in the Government 
securities market. 

The Chairman outlined concisely some of the responsibilities with which we 
were charged, principally to promote stability in the economy by regulating the 
volume, cost, and availability of money, keeping in mind at all times the best 
interests of the whole economy. 


PRESIDENT’S ACCORD REPORTED 


The Chairman turned to the members of the Federal Open Market Committee 
and said the President could depend on every one—the group to do what they 
could to protect the Government credit. 

Chairman MeCabe stated that with a group of men such as those composing 
the Federal Open Market Committee, there would, of course, be differences of 
opinion as to just how the best results could be obtained. 

The President nodded, indicating that he understood this. The Chairman 
suggested the following procedure: that we consult frequently with the Secretary 
of the Treasury, giving him our views at all times and presenting our point of 
view strongly, and that by every means possible we try to reach an agreement. 
If this could not be accomplished, he (the Chairman) would like to discuss the 
matter with the President. 

The President said this was entirely satisfactory and closed the meeting on the 
same note as it was opened—namely, that he wanted us to do everything possible 
to maintain confidence in the credit of the Government and in the Government. 
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oo market and to support the President of the United States in achieving 
this end. 

The Chairman stated at the end of the meeting that he presumed that any 
Statement concerning this meeting would be made by the President. The Presi- 
dent said he would have no objection to our making a statement and thought 
that it might be a good thing. 


TRUMAN'S REPLY RECALLED 


The Chairman then asked him what would be the general nature of the state- 
ment and he said it can be said that we discussed the general emergency situation, 
the defense effort, budget, and taxes, and that he had stressed the need for public 
confidence in the Government’s credit. He said further that he would be talking 
to the press the next morning and that he would be prepared to answer questions 
that might be raised. 

Since the President indicated that he would be discussing it with the press, 
the Chairman said he felt it would be best for us not to issue any statement to 
the press at this time. The President did not seem to be particularly concerned 
about whether or not a statement was issued. The press conference scheduled 
for the following morning was canceled because of General Eisenhower's appear- 
ance at the Capitol. The White House press secretary gave the following state- 
ment, which appeared on the ticker about noontime: 

“Wasuincron.— The Federal Reserve Board has pledged its support to Presi- 
dent Truman to maintain the stability of Government securities as long as the 
emergency lasts. 

“White House Press Secretary Joseph Short announced this today, saying 
there have been reports of differences of opinion between the Treasury and the 
Federal Reserve Board. 

“<This is to quiet those rumors’, Short said. 

“Members of the Federal Reserve Board conferred with Mr. Truman yesterday. 
Secretary of the Treasury Snyder did not attend the meeting.” 

A little later the following statement appeared on the ticker: 

“Wasnincron.—A Treasury spokesman said the White House announcement 
means the market for Government securities will be established at present levels 
and that these levels will be maintained during the present erergency.” 

Secretary Snyper. The Federal Reserve Board has really been 
passing out the propaganda, The Treasury has said very little. 

We know that the Federal Reserve Board has had complete control 
of all the money rates in this country, and their actions certainly have 
not shown an indication that simple changes in the rates have any 
anti-inflationary effect. 

Now I would like to call your attention to the fact that we have 
had some rather serious examples in history of what interest rates 
ean be called upon to do and still be ineffective in an anti-inflationary 
move. 

Back in 1919 and 1920, vou will recall the inflationary boom at that 
‘time and vou will remember that the Government's short term interest 
rate went to 6 percent, and call money went to 30 percent. The only 
anti-inflationary act that resulted was the crash, which I do not think 
we want. In 1929 the short-term rate on Government securities 
went to 5 percent, and the call-money rate went to about 20, and the 
only result coming out of that, the anti-inflationary result, was the 
erash that came along. 

I do not want to see that again, and I do not see how we can apply 
any radical system of increasing interest rates under our present debt 
of $256,000,000 000, 

If | could be sure of any reasonable basis where a flexible change in 
interest rates would have the desired anti-inflationary effect, [ would 
be the first one to want to advocate it. But there has been no con- 
crete evidence to show that any changes of that nature that we could 
absorb would be at all anti-inflationary. 
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You can say it is psychological; we can hear a lot of things like 
that. But I am in the position of coming here to you gentlemen 
asking for revenues to meet our deficit situation in this present emer- 
gency; and I do not believe 1 could ask you for increased revenues 
to pay additional interest at the very time you are telling me I have 
to cut back in nondefense items. Certainly I do not believe we could 
classify an increase in the interest rate as a defense item. 

To raise the average rate one-half of 1 percent on our debt today 
would be an increased cost to the taxpayers of 1.25 billion dollars 
per annum. And that would be fixed for the future, because that is 
the annually increased rate. In order to do that, you would have to 
raise the individual tax, or you would have to raise the corporate tax, 
or else you would have to borrow funds to pay that increased rate 
through deficit financing. And | have been told that deficit financing 
is a very inflationary action to take. 

So I think when vou get right down to it, we are still puzzled as 
to just what all the talk is about. 

Mr. Reep. | am just trying to get an answer to a specific question 
here. 

Secretary Snyper. Well, you can answer my side of it very easily 
by assuring me of increased taxes to meet the increased interest cost, 

Mr. Reep. Then you are not in accord with the views of the Federal 
Reserve Board? 

Secretary SNyper. I am not in accord with their views that small 
changes in the short-term rate are effective as an anti-inflationary 
procedure. 

Mr. Reep. I think in the New York Times of Thursday, February 
1, you were quoted as being alarmed at the inflationary possibilities 
of raising the interest rate on the Government debt, and it is on that 
basis that | want to ask just a few more questions. I want to clarify 
the atmosphere as far as I can in my own mind. 

Would you say 1.5 billion dollars added interest charges is one item 
which will make or prevent inflation in this country? 

Secretary Sxyper. | beg pardon? 

Mr. Reep. | say is it your view that 1.5 billion dollars of added 
interest charges is one item which will make or prevent inflation in 
this country? 

Secretary Sxyper. | do not. IT have made no such statement at 
any time. The only statement I haye made is that | want them to 
show that by increasing the taxpayers’ cost by 1.25 billion dollars we 
are actually accomplishing something as an anti-inflationary measure. 
That is unsound economy in my mind. 

Mr. Rerp. Is money spent for interest inflationary, while an equal 
amount spent for public housing, socialized medicine, ete., is non- 
inflationary? 

Secretary Snyper. One can be just as inflationary as the other 
if it is deficit financing. 

Mr. Dineen. Is it socialized medicine we are talking about? 

Secretary Snyper. | understood what he said. 

Mr. Reep. I said socialized medicine. 

Secretary Snyper. | did not know that was in the program. 

Mr. Reep. That is the President's proposal. 

_ Mr. Dixcett. Some people do not know socialism from health 
insurance. 
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Mr. Reep. Of course, that is the gentleman’s opinion, and he is 
always very accurate. 

During the past year, money rates have been rising moderately. 
Just how much effect has this item had on the added cost of money 
to the Treasury? ; 

Secretary Snyper. As our economy stabilized after the financing 
for World War II was pretty well finished, the Treasury Department 
went along with moderate changes in the short-term rate, because 
it was generally conceded that they were established at a rather low 
rate. We went along with an increase in the short-term rate on 
bills from *% up to 1s; on the certificates, which are 12-month paper, 
from % up to 1%. As I said, we are not of a frozen-doctrinaire mind 
with one position on the rate structure. 

But when Korea came along, we took a very proper view that if 
we were going to face a period of great unrest the market should be 
stable. We did not know whether this was the opening of a series of 
attacks which were going to lead rapidly into a world war situation; 
we did not know what the calls on the Treasury to furnish funds for 
the defense program were going to be; we did not know just what was 
coming in the next few months in the way of demands for the increased 
cost: therefore we felt it was time to level off and stabilize our Federal 
securities market until we could take a good look at the situation 
and know what the call was going to be, what the added cost of the 
Government was going to be in the way of service charges and other 
things, and get a balanced picture before we moved any further. That 
was when the so-called difference of opinion developed. 

Mr. Reep. What is the amount of the bonded debt outstanding? 

Secretary Snyper. I have just been furnished the figure of 151.6 
billion dollars for the marketable debt as of January 31. 

Mr. Reep. And hence you are worried that higher rates would add 
about 1.5 billion dollars? 

Secretary Snyper. Higher rates would apply to the entire public 
debt, because if you start moving in one direction it goes all the way 
through the debt. You cannot just pick out one part of the debt and 
raise the interest rate—let us say, raise the long-term rate, without 
its infiltrating through to the short-term rate. 

Our debt is composed of several parts. We have bonds which are 
generally termed the long-term debt; we have intermediates; we have 
notes; we have bills, and we have savings bonds. All of theose go 
together to make up the total debt of $256,000,000,000. When we 
once start changing the interest rates around, particularly of the 
long-terms, we will find that rate will infiltrate all the way through 
the whole borrowing structure. 

Mr. Reep. Is it your opinion that it will be necessary, in order to 
sell bonds, gradually to increase the rate? 

Secretary Snyper. I do not believe it will be for this defense period. 
I am limiting my remarks strictly to the defense period; I am not 
establishing any all-time policy beyond the defense period. I am 
facing the situation as it is today with the responsibilities I have as 
Secretary of the Treasury. 

Mr. Reep. I noticed in the past week that the British treasury has 
announced a 3 percent bond issue to be refunded at 2.5 and that the 
British treasury also say that the increased interest rate is to combat 
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inflation. Are you concerned about the fact that the British have 
concluded that higher interest rates are all right? 

Secretary Snyper. | would prefer not to go into a discussion as to 
the British financing. 

Mr. Reep. I do not know as I would want to go inte it, either. 
(Laughter. ] 

Now, the country’s gold stock recently has been flowing out to 
foreign countries at a pace of better than $2,000,000,000 a year. 
Won't the outflow of gold force higher rates? 

Secretary Snyper. Will you repeat your question? 

Mr. Reep. I will be very glad to. The country’s gold stock has 
recently been flowing out to foreign countries at a pace of better 
$2,000,000,000 a vear. If our present emergency runs from 3 to 5 
years with an increasing out flow of gold stock, won't it force higher 
rates, and what can you do to prevent it? 

Secretary Snyper. As you know, the gold inflow into this country 
was coming at a very high rate a few years ago, and there was con- 
cern at that time about its iaflationary effects upon the United 
States. Now, through the Marshall plan and through other coopera- 
tive means, many countries of the world have achieved a higher level 
of production, stabilization of their currencies, and naturally this 
improvement in their positions has reflected itself in a reflow of gold 
into the exchequers of some of those countries. We do not believe 
the reflow has reached alarming proportions. There will be, of 
course, as the balance of payments adjusts itself and as our defense 
effort increases, a problem of how much exportable goods we can 
spare from our defense needs and domestic consumption. All of 
those matters we are going to have to watch very carefully and try 
to meet them from day to day as the situation develops. But up 
to this time I do not believe we should get any more disturbed about 
the reversing of the flow of gold than we did when it was flowing 
this way. We still have over $22,000,000,000 of gold in the Treas- 
ury, and we feel, if we keep our eve on the situation, as the problems 
develop we can meet them with appropriate steps. 

Mr. Dinceii. The stockpiling had something to do with that, I 
think. 

Mr. Reep. Is it not true that gold, as a rule, when there is a world 
emergency, naturally flows into many of the countries where they 
feel there is security? 

Secretary Snyper. There is always that flow of capital seeking 
security. It has been flowing this way. 1 do not think this present 
flow we are referring to now is that type. I think it is just the ad- 
justment of the central bank’s reserves and the balance of payments 
position In various countries. It is more of that type, as I see it, 
today. 

There are always people who are looking for investments in vari- 
ous parts of the world. That goes on continually, and capital moves 
to different parts of the world where the opportunities present them- 
selves. I do not believe up to this time we have anything of a serious 
nature in the way of flight capital. 

Mr. Reep. Just one other question, and then I will suspend until 
we have more time. 

Does the statement by a Treasury spokesman as of February 1 that 
the market for United States Government securities will be main- 
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tained at the present level for the duration of the emergency mean 
that current prices on such bonds will be the minimum prices? 

Secretary Snyper. I presume you are referring to the “Treasury 
spokesman” as myself. 

Mr. Reep. That is right. 

Secretary Snyper. I said that? 

Mr. Reep. Did vou say that? 

Secretary Snyper. I will put the whole speech in the record, if vou 
would like to have it, because I very carefully gave the ground on which 
that statement was made. 

Mr. Reep. I think that would be very fine, because when we read 
statements in the papers, we are not always sure the papers are ac- 
curate. Some may be accurate, and some may not be accurate. 

Secretary Snyper. | would like to put that whole speech in the 
record. It is a talk I made to the Board of Trade of New York. 

Mr. Reep. I ask consent that the Secretary have that opportunity, 

The Cuatrman. Without objection, it is so ordered. 

(The matter referred to is as follows: ) 


FINANCIAL MOBILIZATION 


(Address by Secretary Snyder before a luncheon meeting of the New York Board 
of Trade at the Commodore Hotel, New York, N. Y., Thursday, January 18, 
1951) 


We are facing critical times. It is especially vital that under the circumstances, 
we take every opportunity to exchange views on urgent national and international 
problems. Many of you members of the New York Board of Trade have at 
various times come down to Washington to give the Treasury Department the 
benefit of your judgment on measures under consideration in the area of Federal 
finance. Others of you have participated in such discussions through committee 
memberships. This exchange of views which we have had with individuals and 
groups of individuals—not only in Washington, but on various occasions in almost 
every part of the country—has been most valuable to the Treasury in making 
policy decisions. 

More than three-quarters of a century ago, the founders of the New York 
Board of Trade set down certain important goals of cooperative effort. These 
were, among others, to provide useful information, to encourage needed legislation, 
to promote civic improvements, and to adjust differences and misunderstandings 
on an equitable basis. 

The guides to action which were set down by your founders are in keeping with 
the doctrines of our American form of government and our American system of 
free enterprise. It is in the spirit embodied in these principles that I should 
like to discuss with you today some of the issues which are involved in our present 
national task of mobilization for defense. I am grateful to the board of trade 
for affording me this opportunity to speak openly and frankly about the financial 
and economic problems that now confront us. 

I need not tell you that the destiny of a nation is not always decided on the 
battlefield, nor even in the sometimes equally hazardous and difficult paths of 
diplomacy. In any national emergeney, much depends upon our work in the 
factories and in the fields, and the keystone of our production and economic 
effectiveness is the financial stability of our country. 

Today our Nation is in a state of emergency. For the second time within less 
than a decade, we are being called upon to marshal our great military strength to 
resist the forces of aggression which seek to destroy us. Very serious days are 
ahead of us. The varnish of Soviet pretense to peace has worn off. Soviet 
imperialism is threatening the structure of world security. We have no time 
for illusions. We must be alert, we must be fully aware of the peril, and we must 
know wherein the hazard lies. 

The danger we face is all the more menacing because of the sinister nature 
of the campaign which the aggressors are waging. This campaign is typicai in 
most respects of all the campaigns of imperialist dictators, but the Soviets have 
added some stratagems of their own. 
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The Moscow plan is one of arousing hatreds—nationality against nationality, 
class against class, creed against creed—to bring about mutual destruction of 
those peoples on whom they cannot count to play the Moscow game. Here in 
America, the Communist aggressors, through their agents and propagandists, 
seek to stir up suspicion and strife among us, and so to create disunity. 

It is their theory that if a democracy is subjected to enough of their propaganda 
of confusion, its people will be unable to act swiftly and confidently if attacked, 
A first step which we must take in defense against such strategy, obviously, is 
to see through the smokescreen of propaganda, to expose their lies, and to meet 
their threats with a solid front of strength which is at once spiritual, economic, 
and military. 

Determined efforts and concentrated energy are needed to gain this goal. Yet, 
at the same time, we must maintain the basic stability and productivity of our 
domestic economy. 

Public policies today, in every area of domestic endeavor, fiscal and otherwise, 
must be so designed as to strengthen the sinews of our productive power. We 
must plan in such a way as to avoid any measures—however well adapted they 
may seem to a specific purpose—which would undermine the ability of the 
American economy to meet the tremendous demands which are being made upon it. 

The Secretary of the Treasury has far-reaching responsibilities in the formula- 
tion of fiscal policy to meet the financing needs of our Government. To fulfill 
these responsibilities adequately, it is necessary to have the counsel and aid of the 
most able financial and economic minds of our country. The successful merging 
of revenue measures and borrowing programs in such a way as to make the most 
effective contribution to the productive power of the Nation is one of the most 
difficult and most important problems on the domestic front. 

One of the most serious threats to the strength of our defense economy is 
undoubtedly inflation. And it is a threat which could develop into disaster. 

The essence of inflation is the uneontrolled spiraling of prices and wages. 
There have been manifestations of this eeconomie disease in every period of war or 
defense effort of this country and of all countries. Our defense program today 
presents the same hazard. 

The effects of pronounced price instability are diffused in many directions. 
One of the most dangerous results is that mobilization itself is handicapped through 
both direct and indirect influences. Far-reaching inequities arise from the 
inflationary process in the uneven distribution of income and profits. The 
defense burden is inequitably distributed among groups and communities bv 
inflation. We lose productive efficiency. Inflation feeds the very fires of 
controversy. 

To keep inflation in check, then, is the first need in our defense undertaking. 
As we transfer a great portion of our productive power from civilian to military 
output, and so reduce the supply of civilian goods, we must put brakes on the 
purchasing power of consumers. This means that a substauatial part of both 
business and personal incomes must be diverted from the consumer markets, 
The alternative of allowing prices to move higher and higher would vitally damage 
the defense effort. 

Without question a most effective over-all fiscal measure for avoiding the evils 
of deficit financing, and thereby combating an inflationary spiral in prices is a 
revenue system which enables the Government to pay its current bills out of 
current income. No one welcomes heavy taxes. But in a time of unprecedented 
national danger like the present, I am certain that all groups of our population 
will soon realize that very much higher taxes—for themselves, as well as for 
others—are a necessary defense measure. 

While adequate revenues are an essential safeguard against the development of 
inflationary tendencies, they cannot do the job alone. Measures for allocating 
essential materials have been adopted in order to assure priority for our military 
needs without increasing the strain on the price structure. Selective credit con- 
trols such as those embodied in the Defense Prodution Act passed by the Con- 
gress last July are also of definite help. Other measures of demonstrated effee- 
tiveness in curbing inflationary tendencies, such as rice and wage controls, are 
under consideration and will assuredly be adopted soon. 

You will note that I have not ineluded the use of fractional increases in interest 
rates on Government securities as one of the measures of effectively controlling 
inflation. The Treasury is convinced that there is no tangible evidence that a 
policy of credit rationing by means of small increases in the interest rates on 
Government borrowed funds has hac a real or genuine effect in cutting down the 
volume of private borrowing and in retarding inflationary pressure. The delusion 
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that fractional changes in interest rates can be effective in fighting inflation must 
be dispelled from our minds. 

In the absence of new legislation, the Federal deficit will amount to 16.5 billion 
dollars in the fiscal year 1952. 

This deficit is a result largely of our defense requirements. In nondefense 
spending, as the President has noted, the only major new public works projects 
included in the Budget are those direetly necessary to the defense effort. Con- 
struction of many public works projects now under way has been substantially 
curtailed. Many other activities have been abbreviated. 

The revenue requirements which the defense situation demands need no com- 
ment. These requirements can be met without damage to the economy if our 
citizens have mutual willingness to make the necessary sacrifices. 

Along with adequate revenues and specific controls required for curbing price 
and wage rises, there is a weapon of great importance available to us for keeping 
inflationary forces under control. That is a debt-management program which is 
directed toward placing the largest possible proportion of Federal securities in 
the hands of nonbank investors—individuals, insurance companies, mutual 
savings banks, and other investors outside the banking isystem—and reducing 
the proportion of Federal securities held by commercial banks and Federal Re- 
serve banks. 

This program is a powerful weapon in combating inflation. There seems to be 
a lack of sufficient public knowledge or understanding of what the Treasury has 
achieved in this area during the postwar period. It should be pointed out, there- 
fore, that as a result of specific Treasury debt-management policies, holdings of 
Gevernment securities by private nonbank investors have increased substantially 
since the end of the war, and have reached an all-time peak during the last half of 
the calendar year 1950. This activity has been accompanied by a decline in the 
holdings of the commercial banking system, which reached new postwar lows 
during the last half of 1950. Three years ago the pulic debt was the same as it is 
now. But the Government security holdings of the commercial banking system 
have dropped nearly $10,000,000,000; and approximately $4,000,000,000 of this 
reduction took place during 1950. 

The importance of this anti-inflationary accomplishment cannot be over- 
estimated. This reduction in the money supply of the country holds particular 
significance at the present time when it is vitally important to the well-being of the 
economy that the inflationary potential of commercial bank assets be kept at a 
minimum. 

There are two other important matters relating to debt-management policy 
which hold particular interest at the present time and which have been given 
extensive consideration in the financial community and elsewhere in recent 
months. The first is the place of savings bonds in the Government financing 
picture, and the actions that will be taken to refund maturing E bonds. The 
second is the rate of interest that the Treasury is going to pay on long-term 
Government bonds in refunding and new borrowing programs. I want to take 
up each of these two questions in turn. 

A moment ago, I stated that an important anti-inflationary action could be 
accomplished by placing the largest possible proportion of Federal securities in 
the hands of nonbank investors. As part of the Treasury Department’s endeavor 
toward this end, the savings bond program has been of outstanding value. It 
has been both dramatic and effective. It has been dramatic because it is sus- 
tained on practically a volunteer service basis. It has been effective because 
today, the total of outstanding savings bonds represents approximately 25 percent 
of the entire Federal debt. 

It is really inspiring to know that there are about $10,000,000,000 more savings 
bonds outstanding today than there were at the end of World War II financing. 
The tremendous selling program involved in achieving this remarkable record is 
due in the main part to the volunteer efforts of individuals, business groups, and 
all organizations who have contributed time, money, and ingenuity to the pro- 
motion and sales of savings bonds. 

There are only about 500 paid employees in the Savings Bond Division of the 
Treasury. These employees plan and coordinate the program. The real volume 
of the work, however, is done through the generous efforts of those volunteers 
who have sold savings bonds to over 85,000,000 purchasers. 

Of the $58,000,000,000 total of outstanding savings bonds, nearly $35,000,- 
000,000 is in E bonds. This is a noteworthy accomplishment—for no one would 
have been rash enough to predict at the end of World War II hostilities that 
5 years later there would be a $4,000,000,000 increase in the total of outstanding 
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E bonds. Most of us were sure in 1945 that there would be a heavy cashing of 
savings bonds as soon as war scarcities and restrictions were over. On the con- 
trary, however, the E bond total has gone up every vear because of the organized 
promotion by volunteers in bringing the merits of the savings bond investment to 
the attention of the public. As a matter of fact, in the calendar year just ended, 
the volume of E bonds outstanding rose by three-quarters of a billion dollars, 
notwithstanding the fact that there were increases in redemptions as a result of the 
scare buying immediately following the outbreak of the Korean crisis. It is 
interesting to observe in this connection that the redemption of E bonds, in rela- 
tion to the amount outstanding, was less percentagewise than other comparable 
forms of savings. So it becomes readily apparent that the savings bond is, in 
fact, a very popular form of savings. 

It was this last fact that led to the conclusion on our part, after consulting with 
many individuals and business groups, that the Treasury should continue the 
savings-bond program after World War II as a major effort to encourage the pro- 
motion of thrift. It is this same conclusion that leads us to announce that the 
Treasury will continue to offer the E bond, in its present form, to the public as a 
defense bond during the mobilization period. The aim now is not only to promote 
thrift, but to act as an anti-inflationary force and to help further distribution of 
the ownership of the public debt. 

As you know, beginning in May of this year, a portion of the savings bonds 
bought during the war years will mature. While some of the holders of these 
bonds may desire to cash them upon maturity, it is our belief that the majority 
will desire to continue their investment in United States savings bonds. There- 
fore, the Treasury is adopting the following plan for handling the maturing bonds. 
The holder may have his choice of: one, accepting cash if he so desires; two, con- 
tinuing to hold the present bond with an automatic interest-bearing extension; 
and three, exchange his bond for a current income savings bond of series G. 

Under option 2, the bond would be automatically extended, bearing interest at 
the rate of 2's percent for the first 7% years and interest at a rate sufficient there- 
after so that the aggregate return for the 10-year extension period will be 2.9 
percent compounded. The term of the extension would be limited to 10 years 
after maturity. The existing option of paying taxes on interest on series E bonds 
currently or at maturity would be retained. Necessary congressional legislation 
to authorize this option will be requested immediately. Once the plan is placed in 
effect, it will apply to all outstanding E bonds as they mature, and will apply by 
right of contract to all new series E savings bonds that are issued. 

These decisions with respect to the refunding of savings bonds and their future 
place in the Federal securities structure have been reached after Jong deliberation 
and extensive consultation. Among those who have given us the benefit of their 
thought and judgment are representatives of the Federal Reserve System, which 
has done such a magnificent job in facilitating the smooth functioning of the 
savings bond mechanism throughout the program’s entire history. 

Almost a year ago, at the annual Fiscal Agency Conference held in San Fran- 
cisco, various alternatives with respect to the refunding of savings bonds were 
fully discussed by representatives of the Federal Reserve System and the Treasury. 
Following that conference, other groups and individuals ‘continued to meet with 
officials of the Treasury and to give time and we to the refunding measures 
which would be in the best interests of both the Govermnent and the bond- 
holders. The program which I have outlined to you today is the result of this 
cooperative effort. As soon as the necessary congressional legislation is completed, 
full details of the extension savings-bonds program will be released to the public. 
I believe that we have adopted a good program. 

Now let us go on to the subject of interest rates. It is my view that a 214 per- 
cent rate of interest on long-term Treasury bonds is a fair and equitable rate—to 
our Government which is borrowing the money, to the purchaser of Government 
bonds who is lending the money, and to the taxpayer who has to pay the interest 
on the money borrowed. 

The 2's percent rate of interest on long-term Government securities is an 
integral part of the financial structure of our country. During the past 10 years— 
a period in which we fought our most costly war and made a most extensive 
reconversion to peacetime activities—the 21 percent rate has become a most 
important influencing factor in financial policy in the country. It dominates the 
bond markets—Government, corporate, and municipal. Moreover, it dominates 
the operations of financial institutions. Most of these have already adjusted 
themselves to the 2% percent rate and, after so doing, have become more pros- 
perous than ever before. 








4S REVENUE REVISION OF 1951 


Most life-insurance companies, for example, have changed the guaranteed 
interest provisions of their new policies during the past decade to conform with 
the 2'» percent rate, so that today about 85 percent of the new life-insurance 
premiums received by insurance companies are on policies written at interest 
rates of 2') pereent or less. Mutual savings banks also have tied their current 
interest rate on funds of depositors to the Government rate. 

Any increase in the 246 percent rate would, I am firmly convinced, seriously 
upset the existing security markets—Government, corporate, and municipal. 

We cannot allow this to happen in a time of impending crisis, with the heavy 
mobilization program to finance. We cannot afford the questionable luxury of 
tinkering with a market as delicately balanced as the Government security 
market. Now is no time for experimentation. 

We have not hesitated to draft our youths for service on the battle front, 
regardless of the personal sacrifice that might be entailed. Neither can we 
hesitate to marshal the financial resources of this country to the support of the 
mobilization program on a basis that might, in some instances, require a degree 
of profit sacrifices. 

In the firm belief, after long consideration, that the 2's percent long-term rate 
is fair and equitable to the investor, and that market stability is essential, the 
Treasury Department has concluded, after a joint conference with President 
Truman and Chairman McCabe of the Federal Reserve Board, that the refund- 
ing and new money issues will be financed within the pattern of that rate. 

When I came to the Treasury in June 1946, the war had been over less than a 
year, and war financing had only recently been completed. I felt at that time 
that stability in the Government bond market during the transition period was 
of vital importance. As the economy became more stabilized, the Treasury used 
more flexibility in its debt management program by allowing short-term rates to 
increase gradually. 

Later, beginning with the crisis in Korea, however, the considerations calling 
for stability in the Government bond market became tremendously important. 
The eredit of the United States Government has become the keystone upon 
which rests the economic structure of the world. Stability in our Government 
securities is essential. 

I do not think that we can exaggerate when we emphasize these matters. I 
think they are basic to our national survival. 

I have outlined for you the high lights of our financial mobilization program. I 
believe that with vigorous, cooperative effort, we can make it a successful one. 

The democratic processes and the free institutions of our country enable us to 
do just that. We are a nation of strong individuals, united in our belief in 
American principles and in our determination to defend them. We do not expect 
and we do not wait to be told what to think and what todo. We will not govern 
our actions according to decrees which represent thinking done for us by someone 
else. Every American citizen today is searching his mind and heart for answers 
to the challenge of aggression. We do this because we know that in a free nation 
such as ours, decisions on matters of national import must be made by the 
citizens themselves. 

The formulation of a suecessful policy of financial mobilization is not easy. 
It must, of necessity, be one that will require sacrifices from every one of us. 
Let me make one thing clear. Even a short period of weakness in the financial 
stability of the United States could mean a generation of disaster to us and to 
the world. 

The Communist regime knows this, and ever since the close of the Second 
World War, it has sought to undermine the structure of peace and stability we 
have tried so patiently, and with so marked a degree of success, to help build 
in the free world. Red imperialism has taken the offensive against the free 
world in almost every area of human cooperation where civilization might again 
be made secure. It has coupled with a bellicose avowal of peace the most flagrant 
and most insidious forms of human sabotage. 

Let there be no mistake about it. We want real peace in this world. To 
seek this, we set up a forum in which men might work out their differences and 
arrange for solutions of common problems. We tried very earnestly to win an 
honorable peace across the council table. But the Russians have tried to make 
a mockery of the vital work and procedure of the United Nations. While we 
have tried to restore economic and financial stability to nations suffering from 
the ravages of war, the Soviet Union has sought to dissipate the effects of our 
unprecedented and successful aid to free nations and are now trying to destroy 
the fruits of our aid with the blight of urgent and costly need for self-defense. 
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As the economic and financial stability of our friends and allies in Western 
Europe became more certain—Soviet imperialism became bolder and laid down 
a barrage of direct and indirect assaults on the free world. 

It is but a natural reaction to hope, in an emergency, that we can preserve our 
freedom, and save ourselves from danger, without sacrifice. Any such hope 
runs counter to all of human experience. Readiness to sacrifice for freedom 
is the first requisite of life in a free land. 

I have every confidence that whatever sacrifices are required of our people to 
repel the aggressors will be willingly, earnestly, and confidently made. 

What we face is obvious. What we must do is plain. 

We shall diligently continue our efforts with free nations to help establish peace 
and prosperity in the world. But in the meantime, we shall face realities—face 
them in the knowledge that our pride in America’s past and present, and our 
confidence in her future, permit no passive acceptance of the dictates of a foreign 
aggressor. 

We are going ahead with our military and our financial mobilization measures 
to whatever extent the unfolding disclosures of Communist intentions make 
necessary. In justice to ourselves and to all other believers in freedom, we can 
follow no other course. 

Mr. Reep. I think that is all for the present. Thank you very 
much. 

Mr. Dincevu. Before anyone else is called, may I ask the indulgence 
of the committee to ask a question in order to clear up the record? 

Mr. Secretary, in pursuing this question about the reduction of our 
national gold reserves, is it not true, as a matter of fact, that it is not 
so much a question of importing an excess amount of goods from 
other countries as it is that we are now and have been for the last vear 
or more importing at an accelerated rate a lot of critical materials 
essential to our rearmament, such as rubber, tin, manganese, and 
other essential elements used in our war effort? Has there not been a 
very substantial increase in those imports for stockpiling? 

Secretary Snyper. We have been building up our stockpile, but 
right now I do not have the figures involved. 

Mr. Dinceuu. I think I saw something in the financial pages of my 

. . , nal r . . ’ _ 
Detroit papers or in the New York Times to the effect that that had 
materially drawn upon our gold reserve. 

Secretary Sxyper. We can supply those figures, but I do not have 
them available. 

Mr. Dinceii. But stockpiling was a contributing factor, I presume, 
that would have that effect rather than just the imports of consumer 
goods. Is not that correct? 

N ‘ ry . . 

Secretary Snyper. That is correct. However, as I mentioned 
before, the recovery of trade of foreign countries has brought about 
an improvement in their payments position and in their reserves. We 
have been a net exporter and that caused the flow of gold this way. 

Sa] . 
As the pattern of trade has shifted, a reflow of gold has taken place. 

Mr. Dincexu. In other words, it proves the Marshall plan has been 
effective to a great extent in many countries? 

_ Secretary Snyper. That it has accomplished the purpose for which 
it Was set up. 

Mr. Dinceiv. That is right. Now, then, is not this another phase 
or counterpart of this action at the present time, that when gold 
reserves move back and forth under those circumstances there is an 
outflow that exceeds the inflow, and does not that mean that the tax- 
payer of the United States is going to be called upon to pay less for 
the Marshall plan, for gift contributions to other countries? 

Secretary Snyper. I think so. 
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Mr. Dince.ti. Take Germany for example: We are contributing 
somewhere in the neighborhood of $1,000,000,000 a year, I believe. 
That is an outright gift. Now, if Germany is able to produce and 
send goods into this country and we can pay her in gold, we will not 
be taking that out of the hides of the taxpayers. Is not that a correct 
deduction? 

Secretary Snyper. I think it is. 

Mr. Reep. One more question: It is a fact, is it not, that foreign 
countries or the people of foreign countries can use our dollars as 
they have to buy our gold? Is not that right? 

Secretary Snyper. There are exchange controls which limit that. 
It is not just a free flow; it is regulated by central banks. 

Mr. Reep. They tend to buy our gold when they get our dollars 
and, of course, that would accomplish the same flow of gold, whereas 
the American citizen cannot buy our gold. 

Secretary Snyper. The individual foreigner has no more privilege 
than the American citizen. It has to be done through the settlement 
of international balances through central banks. 

Mr. Reep. At the same time, they can do it. 

Secretary Snyper. The governments can. 

Mr. Dince.u. That is an international settlement. 

Mr. Camp. Mr. Secretary, I wish to compliment you very much on 
your statement and am pleased that everyone is awakened to the fact 
that we can, in raising these rates, reach some of the untaxed areas. 
And I am glad that you again brought our attention to these loop- 
holes which the committee started to work on last time and which 
we hope we can make a better showing on this time. 

I, for one, am impressed with the fact that we should have a two- 
package bill and that we should save the second volume for such time 
as we can find out just how much savings can be made from the 
budget through the appropriations committees. 

I just want to congratulate you on your statement. 

Secretary Snyder. Thank you. 

Mr. Jenkins. In that connection, Mr. Secretary, I see that this 
phrase ‘‘one bite” is going to be bandied around our country very 
extensively, and I do not know whether it is going to be to our ad- 
vantage. I mean that you and all the rest of us are trying to do 
what is best for the country, and people have the impression that the 
President and the Secretary of the Treasury and the administration 
generally have in mind something definite that they are going to in- 
clude in the second volume. My impression is you do not have, and 
I would like you to clarify that for the benefit of the public. If they 
are going to expect something different or they think you have some- 
thing up your sleeve, naturally they ought to know it. 

Secretary Snyper. Frankly, we expect to sit here with this com- 
mittee and try to work out the necessary revenues to meet expendi- 
tures. There is nothing up our sleeves. I can assure you of that. 
And I have never referred to it as a “first bite’ or “second bite.” 
I said we would take the first phase in this and then go into the second 
phase. I do not consider them “‘bites’’ or anything of that sort. It 
is a contribution of the citizens and the people of this country to the 
defense effort to try to keep our country in a stable position, and it is 
equally important to the taxpayer to see to it that we around these 
tables try to work out that situation in the most equitable manner. 
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We are constantly compiling a vast amount of statistics that will 
be available to this committee as they might have thoughts in the 
field of raising revenue. We do not try to be omnipotent in this. 
We want everybody to have a share in working out this program. 
And since it is a Ways and Means Committee prerogative to create 
tax legislation, we want to be helpful to that committee in finding 
the ways and means to arrive at the final tax structure. 

Mr. Jenxkrns. I do not think you or us or anybody else can assure 
the people that the ‘‘second bite” is going to be any more palatable 
than the “first bite’’; can we? 

Secretary Snyper. I initiated my statement on that by saying I 
think we are going to have a pretty rugged job before us to arrive at a 
tax program, and I think the public is somewhat prepared for it. 
Although it is easy enough to talk about a storm coming, it is a little 
more real when it hits you, and as we develop this, I am sure that is 
the way it will be. Nevertheless, we have to live through the storm, 
and we want to respond with as much equanimity as we can during 
the course of it. 

Mr. Jenkins. This is what I thought when you came to the last 
paragraph in your statement, where you say “May I, in conclusion, 
assure you of the President’s appreciation of the vastness and com- 
plexity of the task that the present situation compels him to place in 
your hands’’—I thought that was very nice of the President, and we 
appreciate it. We agree with that, I guess—at least as a matter of 
good manners, anvhow. But in the last sentence of your statement 
you say “I am sure that you also have the support and understanding 
of the American people in this undertaking.”” I do not know whether 
we can hope to go that far or not, because nobody likes to pay taxes. 

Secretary Snyper. And no one likes to have his country taken away 
from him, either. 

Mr. Jenkins. That is right. And that is a fine sentiment, I think, 
that all of us in the country can be proud of. I think the people of 
the country want to pay taxes and to the extent they are fair and do 
not discriminate in any way they will be glad to pay their share of 
them. 

Secretary Snyper. That is all I intended to convey in that sentence. 

Mr. Jenkins. Now, you say vou estimate the revenues for the next 
year will be $55,000,000,000. I have seen it estimated and heard it 
stated that that is a low estimate, and I think it has been the custom 
of the Treasury to estimate lower than they expect. In that respect, 
I would like to know for my own benefit what have been your esti- 
mates, say, in the last 10 vears. Could you give that for the record— 
the estimates by the Treasury of revenues? 

Secretary Snyper. We will compile that and present it. 

Mr. Jenkins. I want what your estimates were and also what the 
revenues were so that we can balance the one against the other. 

(The table referred to follows :) 
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Comparison of total budget estimates of revenue with 
actual revenue, fiscal years 1941-50! 


{All estimates are based on the revenue laws existing at the time of making the estimates; in many years 
there were drastic changes in the law after the estimates were made and those, of course, were reflectedin 
the actual receipts] 

{Amounts in thousands of dollars] 


| 
Increase or decrease (—), actual revenue 
| Betimate issued in over estimate issued in January of 








| Actual : a 
| revenue January of — 
Fiscal year | (total | That year Preceding year 
budget ¥ . 
receipts) 
| That | Preceding : — = 
| year year Amount Percent | Amount Percent 
1941 8,268.5 7,653.2! 6,150.8 615.3 04 2 117.8 34.48 
1942 13, 667.9 12,8161 &, 971.7 SOLS 6.05 4, 606.2 52.34 
1943 23, 384.6 | 24,552.3 ) 17, 852.1 | —1, 167.6 —4.76 | 5,532.6 30.99 
1944. 45,408.4 42, 578.1 | 35, 406.7 2, 830.3 6.65  10,001.7 28. 25 
1945 $7,739.5  47,022.8 | 43, 425.4 714.7 1. 52 4,514.1 9.98 
1946 44, 238.6 | 39.706.6 42.8548 4,532.0 1.41) 1,383.8 | +. 23 
1947 44, 702.7 | 41,584.6 32,988.59 3,118.1 7.50 | 11, 764.2 | 35. 72 
1048 46, 361.7 | 46,837.4 39, 358.9 —475.7 1.02 7,022.8 17.85 
Iwi 4$2,773.5 44,043.7 46, 148.9 1, 270.2 2 S8 | —3, 375.4 —7. 31 
1950 .. 41,310.6 2,185.3 , 45, 420.7 S7T4.6 —2.07 4,110.1 —9. 05 


! Total budget receipts, general and special accounts, on the basis of the daily Treasury statement; figures 
are before deduction of appropriation to old-age and survivors insurance trust fund and refunds of receipts, 

Norte.—Estimatse are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates. 

Source: These figures are as published in the respective President's budget message —excluding proposed 
legislation—and in the daily Treasury statement of June 30 of the indicated years. 


Mr. Eseruarrer. Mr. Secretary, your suggestion that we imme- 
diately raise by taxation 10 billion dollars has some advantages over 
trying to work much longer and delay the imposition of the tax in 
order to raise 16.5 billion dollars. Is that your idea—that it has 
advantages? 

Secretary Snyper. It has great advantages in that it will start 
revenue coming in much earlier. The sooner we can get this area 
covered and then have more time on the more controversial matters, 
the greater will be the direct benefit to our whole program in prevent- 
ing the necessity of going into the market for new money on a deficit 
financing basis. I think it would be much better to get that revenue 
flowing earlier and reduce the amount of the deficit financing we will 
have to do in the meantime. 

Mr. Eseruarrer. That is right. It is not only fairer to business 
people to know as soon as possible what the rates will be, but insofar 
as the wage withholdings are concerned, that money would immedi- 
ately start flowing in, because it is practically impossible to make the 
wage withholding retroactive. 

Secretary Snyper. It is impossible. To apply the tax and to 
require the taxpayer to balance out that period during which the tax 
was not withdrawn from his pay would cause great difficulties in many 
family budgets, 1 am sure. 

Mr. Esernarrer. And the raising of 16.5 billion dollars all at once 
would have more of an impact on business and the general individual 
than the raising of 10 billion dollars at this time. In other words, 
if you immediately sought to tax the public and business 16.5 billion 
dollars would not that have more of a deterrent effect on incentive 
and so-called private initiative than trying to raise immediately only 
10 billion dollars? 
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Secretary Snyper. On the general acceptability of the increased 
tax load, I really think it would be more acceptable by degrees than 
it would be all at once. But I would certainly recommend doing 
it all at once if we could do it quickly. But I am not sure we can 
because of the many unknowns that are mentioned in connection with 
our economy today. And certainly by taking a $10,000,000,000 
step, we eliminate many of those items of unknowns. 

Mr. Exsernarrer. Speaking about unknowable items and_ the 
field the committee can explore, has vour staff looked into how much 
revenue would be derived by the imposition, say, of 1 cent a bottle 
on all soft drinks? 

Secretary Snyper. I presume we have gone into about every end of 
that, and [ am sure we have estimates on almost every type of tax you 
ean think of. 

Mr. Esernarrer. I think maybe your staff has it. How much 
would the imposition of a l-cent a-bottle tax on soft drinks bring in 
in a fiscal year? 

Secretary Snyper. We will have to furnish you with that figure. 

Mr. Esernarrer. I think your assistant has it now. 

Secretary Snyper. We have all sorts of tables here. Just how 
would you want that approached? We have all the various rates on 
various approaches. 

Mr. Esernarter. Does he have set out what a 1-cent-a bottle tax 
on all so-called soft drinks would bring in? 

Secretary Snyper. About $300,000,000, assuming that an equiva- 
lent tax is put on sirups used in soda fountains. 

Mr. Esernarrer. That is a pretty good sum; is it not? 

Secretary Snyper. Yes. 

Mr. Eseruarter. Now, speaking about the raising of interest 
rates on Government obligations, the bankers throughout the country 
generally desire the raising of interest rates on Government obliga- 
tions; do they not? 

Secretary Snyper. | presume they would be generally favorable 
to that, just as any businessman would be generally favorable to 
something that would increase his profits. But we are facing this 
problem: we cannot have business as usual in any phase of our econ- 
omy, and I think we have been questioning whether that is appro- 
priate or not. 

Mr. Eseruarrer. In other words, would it be fair to say that all 
banking institutions and bankers of the country would by far be 
the most benefited by raising the interest rates on Government 
obligations? 

Secretary Snyper. Well, the people who deal in money as a com- 
modity, 

Mr. Eseruarrer. Brokers and people who deal in money as a 
commodity? 

Secretary Snyper. As a commodity. 

Mr. Eseruartrer. And the general public is not very much inter- 
ested in that proposition except as it affects inflation or deflation? 

Mr. Dincetyi. They are made the goat. 

Secretary SNyper. But there is a very important point that might 
be brought out here; that is that the Congress has laid the responsi- 
bility on the Secretary of the Treasury to manage the public debt and 
to name the types of securities which will be used in financing the 
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Government debt. That is the responsibility of the Secretary of the 
Treasury. He gets advice and counsel from a tremendous number of 
people and a large number of organizations. But when it gets down 
to the last analysis, by law it is the Secretary of the Treasury who 
must make the decisions. It also is the law that the President of the 
United States must approve all issues of Government securities that 
extend beyond 12 months. Therefore, the President must be con- 
sulted and must approve any new financing arrangements over 1 year. 
It is also most proper and absolutely necessary that the President of 
the United States, in time of emergency, should call in and discuss 
with groups, such as the Federal Reserve Board, the problems of 
financing the defense program. I think it is very vitally important 
that that be made clear. 

Mr. Espernarrer. | noticed in your statement that the profits of 
corporations are estimated. Was it for this fiscal year that you are 
making it—the one we are in now? 

Secretary Snyper. That is for the current vear. 

Mr. Epernarrer. The profits of corporations are $43,000,000,000? 

Secretary Snyper. That is for the 1951 calendar year. 

Mr. Esernarrer. And that does not include profits of private in- 
dividual businesses? 

Secretary Snyper. Oh, no. 

Mr. Epersarrer. Or the income of professional people? 

Secretary Snyper. Oh, no. That comes under the individual in- 
come. This is figured in the estimated average income paid to in- 
dividuals of $245,000,000,900 for the calendar year 1951. 

Mr. Esernarrer. So that the total over-all income of individuals, 
corporations, and private business is how much? 

Secretary Snyper. The gross national product would be somewhat 
in excess of $300,000,000,000—maybe as high as $320,000,000,000. 
We do not have a precise estimate. We get into all those definitions 
of gross national income and other things, but the two figures that are 
most important to us, I think, in arriving at an understanding here 
are the corporate estimate of $43,000,00C,000 and the average individ- 
ual income paid individuals of $245,000,000,000. They are the ones 
most normally used in making comparisons. 

Mr. Esernarter. Even with the suggested higher rates made by 
you, corporations themselves will have as much net profit for dis- 
tribution, $17,000,000,000, as they had during 1946, 1947, 1948, and 
1949? 

Secretary Snyper. Almost as much as that 4-vear period of 1946, 
1947, 1948, and 1949. 

Mr. Eseruarter. Which was the most profitable period heretofore 
in the history of this country? 

Secretary Snyper. That is correct. 

Mr. Esernarter. Thank you very much. 

Mr. Jenkins. Just one question. The estimate I wanted I would 
like to get at the very earliest. 

Secretary Snyper. I understood. You want a comparison of the 
estimates and the results? 

Mr. Jenkins. Yes. 

Mr. Dince.u. And, for my part, will you enlarge upon that question 
relative to the inflow and outflow of gold and the basic reasons for it? 

Secretary Snyper. With the stockpiling? 
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Mr. Dincetu. That is right. 

Secretary SNyDER. Yes. 

(The information requested follows:) 

iold in the American system plays the dual role of currency reserve and a 
means of settling balances arising from foreign payments and receipts. Our gold 
stock is currently 22.4 billion dollars. In relation to legal reserves, the present 
gold stock exceeds statutory requirements by 100 percent. 

The United States gold stock of 22.4 billion dollars is approximately three- 
fifths of the world’s monetary stock of gold. During the period from December 
1934 to December 1941 our gold stock rose by 14'% billion dollars to a total of 
about 22.7 billion dollars. This gold came largely as an inflow of capital from 
Europe and was principally due to the rise of Hitler in Europe. During the 
period from the end of 1941 to the end of 1945, roughly the war years, our gold 
stock declined by 2.7 billion dollars, largely due to our heavy external payments 
associated with the prosecution of the war. For the period from 1945 through 
1950 our gold stock increased by 2.6 billion dollars. Over the period of the last 
13 months there has been a gold outflow from the United States. Our gold 
stock has declined by 2 billion dollars since January 1, 1950. 

In analyzing the recent outward movement of gold, it must be borne in mind 
that the movement cannot be attributed to any single factor since it is affected 
by every payment and receipt which enters into the United States balance of 
payments, payments for commodity imports and exports, payments for shipping, 
insurance, and other services, the level of foreign assistance and all other items 
which affect the net deficit or creditor position of the United States vis-i-vis 
individual countries in the entire outside world. Among the many factors which 
enter the United States balance of payments is the recent stockpiling program. 
Detailed information on this program has been supplied to the Armed Services 
Committees of the Senate and the House by the Munitions Board in Stockpile 
Report to the Congress dated January 23, 1951. 

Mr. Smwpson. With respect to breaking this request down into two 
packages, if I understand, the anticipated deficit as of today is for the 
fiscal vear-—— 

Secretary SNypDER. 1952. 

Mr. Simpson. And it is vour desire to balance the budget so far as 
this $71,000,000,000 over-all expenditure is concerned? 

Secretary Snyper. Yes, sir. 

Mr. Simpson. Now, to do that, the money raised through taxes 
would have to come through the calendar year, generally, of 1951? 

Secretary Snyper. It could partially come in the first half of the 
calendar vear 1952, because, you see, the revenues from withholding 
come in currently. <A great deal of the tax load that is applied for 
1951 to corporations would be collected in 1952. Therefore, much of 
this program we are talking about today would actually come into the 
Treasury during fiscal year 1952. 

Mr. Siwpson. But it would be largely on business done in the 
calendar year 1951? 

Secretary Snyper. Yes. 

Mr. Stwpson. If we take the $10,000,000,000 bite now and then 
keeping in mind, if we want to balance the budget, this 16.6 billion 
dollars, they will then have to be retroactive in both the $10,000,000,- 
000 bill as of this bite and also in the second bill, if we have one, of 
$6,000,000,000 plus. 

Secretary Snyper. Not necessarily. It all depends on the type of 
tax you determine. 

Mr. Simpson. If it were put on excises, it probably could not be 
retroactive. — 

Secretary Snyper. I would not think you could on excises. 

Mr. Simpson. What categories would not need to be retroactive? 
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Secretary Snyper. On many of them, if you go into changing any 
number of taxes, that might come up. 

Mr. Simpson. Suppose it were personal income? 

Secretary Snyper. If you raise the personal income tax, it would 
not have to be retroactive. It could be effective next January and 
also be effective, because you would start the withholding the first 
part of the vear and carry on for 6 months. 

Mr. Simpson. Keep in mind I am talking about this extra $6,- 
000,000,000. 

Secretary Snyper. | understand. 

Mr. Simpson. As I understand, the $10,000,000,000 [vou desire 
effective on January 1 of this year. 

Secretary Snyper. | certainly would desire that. 

Mr. Simpson. With respect to the second $6,000,000,000, if we see 
fit to enclose that in a second bill, so far as the personal income tax 
is concerned, in order to meet the requirements, that would not need 
to be retroactive? 

Secretary Snyper. That is right. It could be as of the Ist of 
January next vear. 

Mr. Simpson. Would that be a true balancing of the budget for 
1951? 

Secretary Snyper. For fiscal 1952; ves; of course it would, because 
it would start withholding the first half of the calendar year 1952, 
which would be allocable to the receipts in fiscal 1952. 

Mr. Simpson. Then vou would be satisfied, so far as the second 
package is concerned, if the income tax were included in it, making it 
effective in July? 

Secretary Snyper. Of this vear? 

Mr. Simpson. Yes. 

Secretary Snyper. Oh, ves. 

\ir. Simpson. But on the $10,000,000,000, that should be effective 
in January? 

Secretary Sxyper. | should think so. 

Mr. Simpson. On what over-all amount is this estimate of 
$55.000,000,000 based—-on what over-all amount of business done? 
Would that figure be $240,000,000,000 or what? 

Secretary Sxyper. Again let us ask for what definition of income we 
want. If we are talking about the income paid to individuals on a 
vearly basis, that figure is used in our estimates as $245,000,000,000. 
The income paid to corporations, corporate profits, during the calendar 
vear 1951, which are used as a basis for this estimate, would be 
$43,000,000,000. Then if we are going to try to get at the gross 
national product figure, there are a lot of services and other things 
included that bring that whole total up, adding them all together, to 
maybe as much as $320,000,000,000, 

Mr. Simpson. Well, | am going to take the 320 billion dollars, out 
of which you anticipate collecting 55.1 billion dollars under the 
existing law. 

Secretary Snyper. That is correct. 

Mir. Simpson. Now, in 1939 what was the comparable figure, as 
against the $320,000,000,000? 

Seeretary Snyper. Well, in 1939 the gross national product was 
91.3 billion dollars. 

Mr. Simpson. Is that the comparable figure to the $320,000,000,000? 
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Secretary Snyper. Yes, sir. 

Mr. Stimpson. What was the tax comparable to the 55.1 billion 
dollars then? 

Secretary Snyper. Mr. Mayo? 

Mr. Mayo. The calendar year 1939 tax receipts were $4,851,000,000. 

Mr. Simpson. Do you hope that that $320, 000,000,000 will go 
considerably higher, and keep on progressing? 

Secretary Snyper. Well, | would not want to put any limitation 
on the growth of our economy. I want it to grow on a stable basis. 

Mr. Simpson. You want it to do what? 

Secretary SNyper. | want it to grow on a stable basis, on the basis 
of growth im production. 

Me. Simpson. It has been growing rapidly, sic, from $90,000,000,000 
to $320,000,000,000. Was that a growth on a stable basis of the kind 
you want to continue, or not? 

Secretary Snyper. Largely, yes. 

Mr. Simpson. You mean that you would like it to continue along 
that same line? 

Secretary Sxyper. Comparably, ves. 

Mr. Simpson. The $320,000,000,000, under that line of reasoning, 
would grow how much in the next vear? 

Secretary SNyper. | would not want to make an estimate on that. 

Mr. Simpson. | think it is very important, Mr. Snyder. 

Seccetary Snyper. | could get an expert, who is good at that, if 
you would like to have an estimate on that kind of projection. 

Mr. Simpson. Maybe Lam wrong, but | would like to have an idea 
of whether that $320,000,060,000 would not give us a broader base, 
on which our $55,000,000,000 would be substantially changed. 

Secretary Snyper. We would have to take a look at the impact of 
the defense program. It might have a different eflect than in the last 
few vears of steadily increasing it. It may level it off. 

It has been estimated by some that it will continue to grow. 

Mr. Simpson. What proportion of that increase is due to inflation, 
and what is the actual increase in value as between the $90,000,000,000 
and the $320,000,000,000? 

Secretary Snyper. We would have to get the experts on that. 

Mr. Simpson. What is the dollar worth now as compared with 
1939? 

Secretary Snyper. It is worth 100 cents. 

Mr. Simpson. In purchasing value? 

Secretary Snyper. It is a pretty difficult thing to say just what 
the dollar is worth in purchasing power. Some items vou get different 
amounts of. It is according to what level vou are going to take as to 
when the purchasing power was 100 cents on the dollar. 

Mr. Simpson. | mean, Has there been any inflation? 

Secretary Snyper. We know there has been inflation. We are 
conscious of the fact that after the Korean attack a lot of people went 
in and marked up goods, which on the face of the price tags is a 
mark-up which was substantis ally inflationary. We know that is true. 
We do not know how far we can measure that at this time. We can 
go back and get the cost-of-living figures and break those down, but 
they would have to be reanalyzed as of the past to see if the same 
items are in the cost of living. We would have to do a rather pro- 
tracted economic analysis to arrive at a figure. 
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I would be glad to try to get somebody to do that for you. 

Mr. Stmpson. I would like to know now. Certainly everybody 
understands that the dollar today in purchasing value is not worth 
what it was 10 years ago. 

Secretary Snyper. | question even that, on all items. It all 
depends on what you are talking about. You are getting a greater 
value in some of the things for the dollar than you did for a dollar 10 
years ago. 

I do not like to make across-the-board statements until we get 
supporting statements. 

Mr. Simpson. With respect to food, the dollar today in purchasing 
value is not nearly what it was in 1939; am I correct? 

Secretary Snyper. I would have to get an analysis of the type of 
food you were buying in 1939 as compared with the quality today, 
and I would have to make a very careful analysis. 

Mr. Simpson. Mr. Snyder, surely you do not understand me. It 
seems so obvious that there has been inflation. I do not think you 
need to deny there has been inflation; or do you? 

Secretary Snyper. | certainly do not, but you are asking me to make 
a measure of it. 

Mr. Simpson. Yes; I am. 

Secretary Snyper. I would want to do it on a thoroughly analyzed 
basis. You are asking me a question which you think it is important 
I give vou what I| believe to be an honest answer to. ° 

Mr. Simpson. Yes. 

Secretary Snyper. I could not do it until I get these comparable 
comparisons. 

Mr. Simpson. The other day you came before us and you asked us 
to do what the committee did: to approve a bill by which a bond- 
holder who bought a bond in 1941, which was becoming due in 1951, 
would be invited to exchange that, and to make an agreement that he 
retain the bond and continue to get his interest. He had the right to 
come in and get cash. He knows that. You hope that he will hold 
that bond for another 10 years, and you are paying him a little 
premium to do that, a little bit higher rate of interest than he was 
getting before, if he holds it 10 years. 

I stated at that time to you that when that man bought his bond 
back in 1941 he had a purchasing value which has decreased in the 1° 
years in between, so that today at the face value it will not buy, in m) 
opinion, as much as the $75 would have bought 10 vears ago. 

Now, if I am correct, that is inflation. That bondholder has lost 
because of inflation. The inflation, in my opinion, is largely the resul' 
of deficit financing which we have had for these many vears. | 
except you, Mr. Secretary, for you have repeatedly told this com- 
mittee that you did not want to continue an unbalanced budget; but 
we have had an unbalanced budget throughout that time with the 
exception of 2 vears. 

Can you not in any way measure how much the dollar has dropped 
in that 10-year period? 

Secretary Snyper. I will try to get the proper experts to suppl) 
that figure for vou, sir. 

(The information requested is as follows:) 


An over-all measure of changes in the purchasing power of the dollar must 
take into account changes in prices for all of the many types of goods and services 
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that enter into our national economy, which, of course, poses a difficult problem. 
Extensive work in compiling such prices has been done by the Department of 
Commerce. These compilations provide a basis for deriving an approximate 
measure of the over-all increase in prices since 1939. 

The Department of Commerce has published recently (January 1951 Survey of 
Current Business) some preliminary estimates of the total output (and income) 
of the Nation in terms of constant dollars of unchanging purchasing power. 
These estimates are the tentative result of a long-term study which has been 
conducted by the Commerce Department’s Office of Business Economics. Because 
of the many difficulties involved, the results for some segments are tentative, 
and work is still in progress. 

In the table below, a comparison is shown of the Commerce Department esti- 
mates of gross national product in terms of actual dollars and their preliminary 
computations of the constant dollar figures. The index of prices which can be 
derived from the comparison of the two series is shown in the right-hand column 
of the table. 

In explaining its estimates of gross national product in terms of constant 
dollars, the Survey of Current Business article states: ‘With reference to the long- 
term rates of growth, it should be kept in mind that price indexes, and hence the 
constant-dollar gross national product, ean take only partial account of quality 
improvement and the introduction of superior products—factors that are impor- 
tant in a progressive economy.” 


Gross national product stated in terms of current and constant dollars, 1939-50 














Derived Derived 

Billions of| Billions of} percent Billions of| Billions of] percent 

current 1989 increase | current 1439 increase 

dollars dollars | in prices | dollars dollars | in prices 
| since 1939 | ince 1939 

1} bd | 

! % aed 

1939 $91.3) $91.3) 1945 215.2 153 4 | 40.3 
1940 101.4} 1000 1.4 |) 1946 ; Sarl wee f2.5 
1441 126.4 | 115 94 4 | 233 138.6} 6s.3 
1942 161.6 129 7 216 1048 mau 259 1 1431 81.1 
1M43 7 194.3 145.7 33.4 1949 255 6 142 3 70 6 
ee id 213.7 156.9 36.2 1950 '_ 278 8 152 4 a2 9 
! Estimates for 1950 are tentative, based on published figures for the first 3 quirters and a forecast of 


fourth quarter, as published in the Economic Report of the President, January 1951. 


Secretary Snyper. May I interrupt here just a minute, Mr. 
Chairman? 

Congressman Simpson brought up something I was interested in. 

I have been reminded by Congressman Simpson to thank this com- 
mittee for the prompt action they took on the savings-bond extension. 
It was certainly wonderful cooperation, and I did want to express my 
appreciation. I have a note here to do it later, but since he mentioned 
it I want to at this time express my warm appreciation for the fine 
cooperation of this committee. 

The Cuarrman. The committee hopes to finish the job, so far as 
the committee is concerned, tomorrow. We will take it up in the 
House then. 

Are you through, Mr. Simpson? 

Mr. Simpson. No; I have not finished vet. 

The President told us about how, during recent years, we have 
taxed ourselves at high levels and during those years our economy has 
bounded forward, incomes have risen rapidly, new plants and indus- 
tries have sprung up, and the standard of living of our people has 
increased steadily. 

Do you anticipate that result from this new tax bill? 

Secretary Snyper. Well, we will have a slowing up of that, but at 
the same time we do believe, as I stated—I was very frank about that 
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in the statement—we may not be able to maintain our standing of 
living at the very high levels we have been accustomed to for the past 
year, but still it will be a high level that is capable of sustaining the 
productive energy of the country at full capacity. 

Mr. Stimpson. As a political or economic theory that does not jibe 
with what | have always been taught. It seems to indicate there that 
the effect of increasing taxes has brought about increased prosperity. 
Is that a good theory? 

Secretary Snyper. That increased taxes bring about increased 
prosperity? 

Mr. Simpson. Well——— 

Secretary Snyper. | do not understand that. 

Mr. Simpson. | will quote it again. 

The President, after saying he was sure we could increase Federal 
revenues by considerably more than enough to cover the expenditures 
now anticipated without reaching those limits, which were serious 
effects upon the productive growth of the economy, said: 

During recent vears we have taxed ourselves at high levels—and during those 
years our economy has bounded forward; incomes have risen rapidly; new plants 
and industries have sprung up, and the standard of living of our people has in- 
creased steadily. The growth in the strength of our economy that has occurred 
under these tax rates gives us confidence that we can safely pay the estimated 
expenditures for the next fiscal vear out of taxes. 

Secretary Snyper. He did not say that the taxes were the cause of 
this increase in prosperity, but in spite of them we did go on anyway. 

Mr. Simpson. That is a pretty fair conclusion. I concluded that 
is what he did indicate. 

Secretary Snyper. | do not think he meant that taxes caused the 
prosperity. 

Mr. Stmpson. All right, sir. 

When we in the past vears have passed a tax on to future genera- 
tions, that is deplorable as we look at it now? That is a question. 

Secretary Snyper. It all depends on what you think the value of 
retaining our way of living is. Probably, looking back, we feel that 
we could have paid more of it out of current income during World 
War II. 

Mr. Simpson. Tnat is right. 

Secretary Snyper. But we did not do it. So, the question is 
whether it was still worth the price or not to have accomplished 
what was accomplished. 

Mr. Simpson. How do you justify the deficit financing after World 
War II when we were in what we now call a great period of prosperity? 

Secretary Snyper. If you will recall, that was one of the things, 
when I became Secretary of the Treasury, that I started to work on 
with great vigor: to try to balance the budget and keep it balanced. 

Mr. Simpson. You did; ves, sir; but the administration did not. 
It did not continue to urge it sufficiently hard. 

Secretacy Snyper. I am not too sure. I am not going into the 
tax-reduction bill. 

Mr. Simpson. How is that? 

Secretary Snyper. I said I did not think we wanted to go into the 
tax-reduction bill. 

Mr. Simpson. Yes. That one is still on the books. You know, 
one of the things we did in that bill was to increase the exemption 
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from $500 to $600. I see now that you do not recommend going 
back to the law as it was before the kightieth Congress, 

Secretary Snyper. We did not in this first phase. 

Mr. Simpson. Why is that? 

Secretary Snyper. I say we did not in this first phase. 

Mr. Simpson. Why is that? 

Secretary Snyper. It is in the statement. I stated that we think 
we can get it out of these revenues. 

Mr. Stimpson. Did you not say something about the cost of living, 
and prices having gone up? 

Secretary Snyper. I do not think so. 

Mr. Simpson. Did you not say that the $600 was approxi- 
mately the same as the $500 used to be? 

Secretary Snyper. The President did. I did not. 

Mr. Simpson. The President did. That is a 20-pereent increase, 
if he is correct; and I assume he is. That is a 20-percent increase of 
what | would call inflation; is it not? 

Secretary Snyper. | will get the experts to give you those figures. 

(The information requested is as follows:) 

The President’s statement was: “Although the exemption was $500 during 
World War II, the present 8600 exemption is less generous, in terms of present 
costs of living, than was $500 6 or 8 vears. ago.” 

In terms of the Bureau of Labor Statistics index of consumer prices, the cost of 
living has increased 40.5 percent in the past 6 years and 48.2 percent in the past 
8 years. (The index for December 1950 is the latest available.) 

Mr. Simpson. Now, this $17,000,000,000 that the corporations 
are going to have after they pay these new tax rates, if | understand, 
is compared with what they had in dollar values in 1946-49. 

Secretary Snyper. That is the record; ves, sir. This is comparable 
to the average for that period. 

Mr. Simpson. To the extent of the purcahsing power of that 
$17,000,000,000, if it has been decreased by inflation or any other 
thing, thev would be able to pay that much less dividends or have that 
much less for expansion; is that not correct? 

Secretary Snyper. Well, the dividends would not be affected. It 
would be a percentage. That would not affeet dividends in any way. 

Mr. Simpsox. But it would affect their buying power of what 
remains. 

Secretary Snyper. It might affect the buying power on construc- 
tiou projects and things of that sort; that is correct. 

Mr. Simpson. If we use that $500 and the $600 matter, and the 20 
percent increase there in several years, if that is anywhere near correct, 
that would reduce the effect of the 17 billion dollars by 3.4 billion 
dollars. If you will accept my figure for the momeut, do you think 
that would leave these industries enough to expaod as is deemed 
necessary for the war effort? 

Secretary Snyper. Industries have expanded tremendously since 
the war. They have spent, of private capital, over $100,000,000,009 
for new plant and equipment. They seem to have gotten along 
sufficiently well on that. 

We have to distribute the responsibility and the necessity for doing 
this defense job as equitably as we can throughout the economy. 

Mr. Simpson. Yes. I do not object one bit to that. I am just 
as you are, | do not want to harm industry. I am not saying it will, 
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If they need $17,000,000,000 and we give them effectively only 
$13,000,000,C00 or $14,000,000,000, and if our defense efforts suffer 
to that extent, we ought to know it now, to make adjustments along 


that line. : 
Secretary SnypER. Well, so far as this defense program is concerned, ¢ 

the dollar is the dollar today. I do not quite follow the effect of it, i 

if we were going to take each one of these items and show what the 

dollar value is compared with something in the past. What is that F 

going to do in helping us arrive at a tax program today to meet rev- j 


enues that we have to meet today? 

Mr. Simpson. Yes, 1 know. It is the dollar bill you are looking for. 
However, if you were going to encourage that $320,000,000,000 to keep 
going up, you were hesitant. I think you and I recognize that would 
be inflation. That is why you have price controls, to keep that 
$320,000,000,000 from going up and up, is that not right? You do 
not want it to expand any more. 

Secretary Snyper. We do not want any inflation to expand it. I 
am not going to try to go into how much or how little any part of this 
is inflation. I do not see where that gets at our point of arriving at 
the problem before us. I would be glad to get somebody up here who 
wants to go into a long discussion about inflation in the past and that 
sort of thing, but I just do not see how that applies to our problem 
today. 

Mr. Stupson. Certainly, if you allow it to continue to increase as it 
has in the past few years the present tax rates will give you a lot more 
of these dollars you are talking about. 

Secretary Snyper. So far as the Government is concerned we are 
trving to stop that inflation by balancing the budget here in this 
period. That is clearly evident. 

Mr. Simpson. By balancing the budget the $320,000,000,000 will 
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not go up; is that what you mean? In other words, the economy | 
has expanded all it safely can while we are in this war. 7 
Thank vou, Mr. Secretary; I will take that last question out. It i 
was not clear, and you did not answer it anyway. 3 
The Cuarrman. Would it be convenient for you to come back at 4 
1:30, Mr. Secretary? H 
Secretary Snyper. Any time you say, Mr. Chairman, I will be here. ; 
The Cuarrman. Without objection we will take a recess until 1:30. ; 
(Thereupon, at 12:19 p. m., Monday, February 5, 1951, a recess was { 
taken until 1:30 p. m. of the same day.) . 
AFTERNOON SESSION : 

(The committee reconvened at 1:30 p. m., pursuant to recess.) : 
The Cuarrman. The committee will be in order. * 
When the committee recessed, Mr. Kean was requesting recognition. i 
Secretary Snyper. Mr. Chairman? 2 


The Cuarrman. Mr. Secretary. 

Secretary Snyper. In double-checking the testimony this morning 
we find that on page 10 of the mimeographed statement there was an 
error in some of the computations of the effects on the individual 
income tax. 

I would like to substitute an explanation. . 

The Cuarrman. You want to substitute a new page? ; 
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Secretary Snyper. It can be attached to the statement as a correc- 
tion on a figure on page 10. 

The Cuarrman. That will be all right, Mr. Secretary. 

The CHarrMan. Mr. Kean? 

Mr. Kean. Mr. Secretary, when we had our hearings on the bond 
extension bill, which is coming up tomorrow, I asked you to give me 
figures on how many E bonds were outstanding, at the cost price to 
the buyer. I thought that the way you gave those figures was mis- 
leading. I have never received those figures. I would like to use 
them on the floor tomorrow. 

Mr. Mayo. We have the figures, Mr. Secretary. We have not re- 
ceived the transcript vet. 

Secretary Snyper. Will you supply those to the Congressman? We 
are waiting to put them in the transcript, Mr. Kean. 

Mr. Kean. Please send them up to me so that I can use them 
tomorrow. 

Mr. Mayo. Surely. 

Mr. Kean. Mr. Secretary, on February 3, 1950, a year and two days 
ago, you made this statement with which I did not agree: 

I believe that we would be ill-advised at this time to raise the general level of 
taxation sufficiently to cover the cost of all the extraordinary expenditures em- 
braced in the postwar adjustment program. 


Those were moderate expenditures, and these are very heavy. Why 
have you changed your mind? 

Secretary Snyper. Because we are faced now with an abnormal 
situation of a new defense program. We did not have this defense 
program facing us then. Now it is a matter of facing this not only 
on the basis of preserving our country but of preserving our economic 
stability along with it, and not adding another great amount. 

The amounts we were talking about were modest differences then 
as compared with what will be the effect of this defense program on 
our economy. 

Mr. Kean. Your suggestion last year was one of those things that 
helped to bring about more inflation. 

Secretary Snyper. Well, we had a pretty hard time getting the 
tax bill through that we did, you know. If I had changed my state- 
ment there I do not know whether you would have gone along and 
given me the extra taxes to balance. I am going to make a mental 
note of that for the future. 

Mr. Kean. You can count on me, Mr. Secretary. 

Secretary Snyper. Thank you, sir. 

Mr. Kean. What do you estimate will be the deficit for this fiscat 
year? Revenue is, as I understand it, now running at a surplus. 
Many people think that the budget will be balanced. 

Secretary Snyper. The deficit for this fiscal year ending June 30, 
1951, will be, it is estimated, $2,600,000,000. 

Mr. Kean. You think there will be that deficit? 

Secretary Snyper. That is the present estimate; yes, sir. 

Mr. Mayo. It is $2,700,000,000, Mr. Secretary. 

Secretary Snyper. They correct me $100,000,000. 

Mr. Kean. What is $100,000,000 between friends? 

Secretary Snyper. I was trying to quote it from memory. I should 
have called for the figure. 
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Mr. Kran. Some people think that it is not going to be as great as 
that. If it is only $2,000,000,000, why is it necessary to make most of 
this $10,000,000,000 worth of taxes retroactive? 

Secretary Snyper. The impact of this expenditure program will 
start being felt in the next few months. If we should have big bal- 
ances we could cut down the amount of bills we sell every week, for 
example. Therefore, we are not putting on an added burden, but 
we are meeting the situation as it comes along. We are certainly 
going to need the cash. We would rather have it becoming available 
earlier. 

If you start meeting it earlier we will be in a better position to bring 
the budget nearer to a balance. 

Mr. Kean. [see no disadvantage in having a surplus this year. If 
we can do that it is always helpful. 

Secretary Snyper. It would not change the eventual impact of the 
defense program. 

Mr. Kean. It might mean we would have to tax a little less later 
on. 

Secretary Snyper. I would certainly be hopeful of that. 

Mr. Kean. Mr. Dingell discussed with you the proposed increase 
under the tax on liquor from $9 to $12. He mentioned the possible 
increase in bootlegging and moonshining activity. He said, I believe 
that it might not bring the revenue, expected, and besides that it 
would encourage our citizens to break the law, if there were a great 
increase in moonshining and bootlegging. 

Ilave you discussed ‘this phase of the matter with the Alcohol Tax 
Unit of the Treasury? 

Secretary Snyper. We have. 

Mr. Kean. I think that it might be very valuable for us to have 
the Alcohol Tax people come up and discuss that very thing, because 
that is the argument which the people in the liquor business are always 
using. I have a great deal of confidence in some men in the business, 
who do tell me and who sincerely feel that $12 would so encourage 
moonshing and bootlegging that it would be bad. 

Secretary Snyper. We will have the head of the Aleohol Tax Unit 
available at any time the committee would like to have him. 

Mr. Kean. Mr. Chairman, I hope you will have the Alcohol Tax 
Unit up sometime to discuss this. 

The Cuarrman. I join in the hope. I have asked that question 
myself, 

Mr. Kean. I think it ought to be in open hearing. 

The Cuarrman. Oh, ves. 

Mr. Kean. Under the present tax law, I understand that there 
were 19,000 stills seized in 1949 and that they claim that if they had 
all operated full time it would have cost the Treasury over 
$1,.000,000,000. 

Secretary Snyper. I did not quite understand. 

Mr. Kean. I say, 19,000 stills were in operation in 1949. We do 
not want to encourage that too much. 

Secretary Synper. No; we certainly do not. 

Mr. Kean. Mr. Eberharter asked vou to present figures as to what 
2 l-cent-a bottle tax on soft drinks would be. 1 understand that in 
Canada there is now a 30-percent tax on soft drinks. When you pre- 
sent Mr. Eberharter’s figures I wonder if you could give a very rough 
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figure on about what the same taxes they have in Canada might bring 
in revenue. 

Secretary Snyper. I will ask them to produce that; ves. 

Mr. Kean. I would appreciate it. 

(The information is as follows:) 

The excise tax on soft drinks in Canada is 30 percent of the manufacturers’ 
price. It is estimated that the same tax in the United States, assuming that the 
tax would be on the bottlers’ price, is estimated to vield $300 million assuming 
that there is an equivalent tax on syrups used in soda fountains. 

Mr. Kean. I note in your statement that you suggest that the 
excess-profits tax be increased to 85 percent. 

Secretary Snyper. Do you mean the ceiling? What we say here 
is that by raising this present tax it would go up. We make no 
recommendation about the excess-profits tax. 

Mr. Kean. I misunderstood that. 

Secretary Snyper. No, sir. 

Mr. Kean. You mean by raising the tax to 55 percent—— 

Secretary Snyper. We will have to raise that ceiling. 

Mr. Kean. 30 percent on top of 55 percent makes a total of 85 
percent? 

Secretary Snyper. That is the point. 

Mr. Kean. I have it. 

Secretary Snyper. We asked to raise that ceiling from 62 to 70. 

Mr. Kean. Of course, that would bring about all the evils that we 
had in World War II excess-profits taxes, which vou at that time 
recommended be at a top rate of 75 percent, and Congress upped that 
by making it 77 percent. If you make it 85 percent vou are going 
to have all the evils of waste and extravagance and hindering pro- 
duction that we had the last time. 

Secretary Snyper. As you recall, I have always had considerable 
reluctance about the efficiency of an excess-profits tax. 

Mr. Kean. That is right. 

Secretary Snyper. I entered into a discussion with you people with 
a great deal of concern. 1 felt that it was a tax that there was a gen- 
eral demand for and that the Congress had committed itself to pass 
such a tax, and I tried to be of assistance in working out the best plan 
possible. 

Mr. Kean. I think vou were right. In facet, I think you were a 
little high before, but at the time you recommended that 75 percent 
be the figure. Here you come along and it actually works out at 85. 
All the things vou were sort of fighting against in the discussion will 
be back again. 

Secretary Snyper. I am afraid we are not going to have any road 
signs for us to follow in this problem we have ahead today. We are 
going to have to have some new pioneer thinking on how to raise 
these revenues to meet these tremendous expenditures for the defense 
mobilization. 

Mr. Kean. Your suggestion than was more based on revenues 
than the influence it will have on business? 

Secretary SynperR. We studied those impacts very carefully, but it 
Was a matter of necessity there. We just had to face the problem 
that would be generated. 

Mr. Kean. | note vour suggestion for increasing the capital-gains 
tax to 37!5 percent. What other countries in the world have a capital- 
gains tax? Great Britain does not, I know. 
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Secretary Snyper. Well, we are not going to try to match the 
tax structure of Great Britain. 

Mr. Kean. No. 

Secretary Snyper. They do some other things that we do not. 

Mr. Kean. That is right. We are getting pretty close. 

Mr. Kirsy. Mr. Secretary, we will check to be sure. 

Secretary Snyper. We want to check. 

(The information requested follows: ) 


Tax TREATMENT OF CapiTaL GAINS IN FoREIGN COUNTRIES 


The income-tax treatment of capital gains varies greatly in foreign countries— 
from complete exemption under the income taxes to complete inclusion as ordi- 
nary income. 

The general rule applicable to capital gains in the British Commonwealth 
(Great Britain, Canada, South Africa, Australia, and New Zealand) is to exclude 
them from taxable income ef both individuals and corporations. However, 
they are fully included in ordinary income if they are incurred in the course of 
trade or business. 

France formerly excluded capital gains entirely from the taxable income of 
individuals except when realized in the course of business. At the present time, 
in the ease of individuals, only one-half of the gains from casual sales of common 
stocks and similar investments are subject to the individual surtaxes, but all of 
capital gains are exempt from the normal tax. In the case of corporations and 
business firms capital gains are included fully in taxable income. 

In Belgium and the Netherlands capital gains are excluded when realized by 
individuals outside the course of their business but are included in taxable income 
when realized by individuals or firms in the course of their business. All capital 
gains of corporations are subject to tax in these countries. Sweden treats capital 
gains in roughly the same way. However, some of the Swiss cantons and com- 
munes, which collect more tax revenues in the aggregate than the Federal Govern- 
ment, tax all capital gains as ordinary income. 

In Greece capital gains are treated as ordinary income for both individuals and 
corporations. 

The treatment of capital gains in other countries cannot be compared directly 
with the treatment in the United States because the concepts of capital gains in 
many instances differ substantially from that used in the United States. For 
example, in general, the British concept of casual profits which are excluded from 
taxable income, is narrower than the American concept of capital gains. There- 
fore, from the American viewpoint, the British actually tax in full some profits 
which we consider capital gains. Other profits, which in this country would be 
taxed as capital gains, the British exempt foe income tax. 

Similarly, in Sweden, real estate must have been held 10 years or more, and 
securities, 5 years or more, before gains from such assets qualify for tax exemption, 

In general, the capital-gains concept is undergoing considerable modification 
in other countries, largely as a result of changes in the structure of the individual 
income tax. It is only in recent years that the individual income tax has come to 
be regarded as a personal tax; formerly, in Europe and countries belonging to the 
British Commonwealth at least, income tax was levied on particular sources of 
income—such as wages, rents, interest, dividends—and the rates of tax applicable 
to each source often varied. Under this form of taxation, capital gains which are 
often in the nature of casual profits not directly connected with an individual’s 
occupation or trade, were not subject to tax. In recent years, there has been a 
growing tendency to levy the income tax on the total income received by an 
individual. While the exemption of capital gains as casual profits still persists 
in many countries, there is a growing tendency to tax in full some incomes that are 
considered capital gains in this country. 

Mr. Kean. Not very many do. Most countries feel it is an un- 
economic tax. 

Secretary Snyper. I do not know whether they feel that or not, 
but they just do not have the situation we have, of large capital 
investments, which we have here representing the stockholders and 
the capital stock of that kind. It is a matter of the field rather than 
what they think about the merits of the tax. 
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Mr. Kean. I agree with you. We ought to fit things to our own 
economy and not to the economy of any other country, of course. 

Secretary Snyper. Yes. 

Mr. Kean. Of course the rate on capital gains and capital losses 
would be the same, except for the $1,000 exemption? 

Mr. Kirey. The definition of “capital gains” is very narrow in 
Great Britain. 

Secretary Snyper. I am told by a staff member that the “capital 
gains” definition is very narrow in Great Britain and, therefore, would 
not be comparable to what our problem is here. 

Mr. Kean. I do think that even though we should not follow the 
other countries that the example and experience that other countries 
have had is of very great interest to us in studying the whole question. 

Secretary Snyper. There is no question about that. I quite agree. 

Mr. Kean. Of course, capital losses would have the advantage of 
the same basis of 375 percent? 

Secretary Snyper. We will introduce the exact definition of the 
whole capital gains effect, and the losses, also. 

Mr. Kean. For a fellow who has a capital loss, it would be balancirg 
to the same figure? 

Secretary Snyper. It has been limited to whether he had gains in 
that same period. 

Mr. Kean. Yes. 

Secretary Snyper. Yes. 

Mr. Kean. Under the same law he would get the benefit of the 
37% percent. Then I suppose you would recommend a continua- 
tion of the same limitation of net losses to $1,000, the same as there 
has been in the bill before? 

Secretary Snyper. We did not change that. We discussed it. 

Mr. Kean. You are not giving any consideration to displacing that? 

Secretary Snyper. That was discussed at great length, but the 
decision was to make no change. 

Mr. Kean. So you are not taking into consideration the lower 
value of the dollar on that one? 

I am pleased to note that vou recommend the taxing of future issues 
of State and municipal bonds. I have thought it was unfair to have 
any securities free of taxes. I introduced legislation on that subject 
2 or 3 vears ago, and I was told by lawvers that the only safe way 
to do it was by constitutional amendment. 

Do you feel that you can tax future issues of State and municipal 
bonds without a constitutional amendment? 

Secretary Snyper. Our legal department has so assured me; yes. 

Mr. Kean. Yes, sir. 

Secretary Snyper. I find we even have the Attorney General’s 
opinion on that. 

Mr. Kean. Of course, there is not much revenue in that imme- 
diately, but it is equity for the long pull. 

Secretary Snyper. As you recall I mentioned that some of these 
might not be revenue-producing, but in order to be fair, we felt we 
should put in many of these loopholes for consideration, more with the 
idea of fairness rather than the quantity of revenue produced; more 
with an effort to equalize the spread of the obligation equitably and to 
allow as few as possible to escape from the broader tax base. 
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Mr. Kean. I mentioned to you the other day the question of the 
cash budget. I think that we ought to have a statement.as to exactly 
what amount of money is coming in. For instance, with reference to 
Social Security: I know that Social Security, at least, I believe it is 
going to get in some $2,000,000,000 this year, and that they are going 
to pay out some $700,000,000. When we are considering the over-all 
inflationary question, not just the question of balancing the budget, 
but the inflationary question, it is most important to be sure that we 
know exactly how much is coming in and that the outgo does not 
exceed the cash income. And, I would appreciate it if you would have 
some of your staff try to work out what you estimate the cash income 
and outgo will be. I think there would be a_ difference of 
$2,000,000,000 or $3,000,000,000; at least $2,000,000,000. 

Secretary Snyper. We will get that figure for you. 

Mr. Kean. I think it would be of interest. 

(The information requested is as follows:) 

Estimates in the President’s budget indicate a ‘“cash’’ deficit of 12.8 billion 
dollars for the fiscal vear 1052. 

This 12.8-billion-dollar deficit on a ‘“‘cash’’ basis is smaller than the 16.5-billion- 
dollar deficit under the conventional budget principally because of continued 
growth of trust funds, such as the old-age and survivors insurance trust fund, the 
unemployment trust fund, and the veterans’ life-insurance funds. 

Mr. Kean. I notice that you recommend some changes in the 
estate and gift taxes without making a very definite recommendation 
here as to the amount. Are your recommendations the same recom- 
mendations that vou made to the committee last vear? 

Secretary Snyper. Basically, yes. That is, we put those in as one 
of the extra items that can be given consideration. 

Mr. Kean. But in general are your recommendations the same? 

Secretary Snyper. That is not included in the $10,000,000,000; 
that is, no amount of the estate and gift is included in the $10,000,- 
000,000. That is in the second phase, and we considered that was an 
area that we ought to present and that we should very carefully study, 
and that probably a tax committee or a subcommittee of the Ways 
and Means Committee should consider. 

Mr. Kean. With reference to the estate tax: Do you feel that an 
increase in the estate tax is properly an emergency tax? It is a 
capital levy. I have always felt that the estate tax was not chiefly 
for the production of revenue, but rather for a social benefit, in order 
not to allow these great piles of capital to grow and grow. On the 
other hand, if you increase the tax with the thought that some day 
they should be reduced, are you not penalizing the man whose father 
or mother happen to die during the period of the emergency as against 
the man whose father or mother happened to die, not in the emergency? 

Of course since it is a capital levy it does seem to me that it is not 
a proper thing to look at from the revenue angle in an emergency. 
I think it ought to be studied very carefully probably, but do it in 
a time when we are not looking for revenue so very hard. 

Secretary Snyper. That is presented in the same light as a number 
of other loopholes to which we have referred, which ought to be ironed 
out in order that there be an equitable approach to the whole tax 
picture. 

Mr. Kean. You are looking at it more from the loophole standpoint 
than just the increase? 
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Secretary Snyper. As far as the basic tax structure adjustment is 
concerned, yes. 

Mr. Kean. I| was just figuring out this corporation tax, as you have 
recommended it. You stated that the revenue, the income of cor- 
porations, will be approximately $43 ,000,000,000, and that after taxes, 
they will still have $17,000,000,000 left. That is a 60-percent tax, 
average on the income of corporations of the United States, from the 
little ones, smallest ones, to the biggest ones. That is a pretty sub- 
stantial tax, when you figure that the corporations all have to pav 
an additional tax —that is, the owners of the corporation have to pay 
a tax on the dividends declared. I just wanted to make that state- 
ment so that the people will recognize it is a 60-percent tax. 

Secretary Snyper. | have long been on record as wanting to try 
to work out some method of avoiding double taxation. 

Mr. Kean. But we cannot do it now; that is your point? 

Secretary Snyper. No; but | recognize the point vou have brought 
out. 

Mr. Kean. That it is 60 percent on top of all other, and that is 
something. 

Secretary Snyper. Yes. 

Mr. Kean. You indicated that you are estimating a $245,000,000,- 
000 income to individuals. I remember last summer you gave us a 
statement, I think it was to the Finance Committee, that there was 
available for taxes after deductions, but before exemptions, $133,000,- 
000,000. I believe you gave that figure to the Senate Finance Com- 
mittee. What I wanted to know was whether that figure refers to 
the 1949 income or the 1950, and with the increased income that is 
available this vear, about how much you estimate was available that 
would be taxed on personal income? 

Secretary Snyper. | presume you are referring to the income-tax 
base; is that what we are talking about now? 

Mr. Kean. Yes. And you gave a figure of $133,000,000,000. 

Secretary Snyper. May | supply that information to you, Con- 
gressman Kean? There may have to be some adjustments in the 
figures. 

Mr. Kran. Yes, just supply it for the record if you please. And 
also would you mind writing me a letter and giving it to me, because 
I may overlook it in the record. 

Secretary Snyper. Certainly. 

(The information requested follows: ) 

The figure of $133,000,000,000 referred to is an estimate presented by the 
Treasury Department before the Ways and Means Committee in connection with 
the Revenue Act of 1948. It was an estimate of the net income of taxable indi- 
viduals at the levels of income then estimated for the calendar year 1948 under the 
law which was in effect prior to the enactment of the Revenue Act of 1948. 

Estimated net income of taxable individuals at the levels of income estimated 
for the calendar year 1951 is $151,000,000,000, 

Mr. Kean. I think it was in answer to Mr. Simpson’s question 
that you said that the gross production has risen since 1939 from 
$90,000,000 ,000 to $320,000,000,000 in this past year, or a rise of 355 
percent, approximately. 

It might be interesting to note that even under the present tax bill 
taxes have increased from that time from less than $5,000,000,000 to 
over $55,000,000,000, or more than 1100 percent against 300 percent 
for the income received. That is just an observation. 
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Secretary Snyper. Of course, you would include in that observa- 
tion that we went through a rather severe world disturbance. 

Mr. Kean. Oh, ves; two of them. 

In considering the income of corporations and the very large in- 
come that the corporations undoubtedly are getting, there is one thing 
we have got to remember, and that is the corporation is really report- 
ing as income what is not in the end going to be income to the corpo- 
ration, because it is replacing the plant which it has now and is not 
being allowed to write off sufficient depreciation. For instance, if a 
machine that cost $100 and is allowed depreciation at the rate of 10 
percent, or whatever it is, and they have to replace that today with 
the inflated costs, that machine will cost them about $250. There- 
fore we are taxing them—and I do not know how we can help it- 
but we are taxing them against something which really should be 
taken out of capital. 

Secretary Snyper. That has been given thorough consideration. 

Mr. Kran. Yes. 

Secretary Snyper. We do know that before this tax, they were 
able to do a great deal of expansion in their plants and plant improve- 
ment during the last 4 vears. We know that much of that machinery 
at some time in the future will cost them more. As to the rate of 
depreciation, while it may remain the same, we have already recog- 
nized that it is something that will have to be given some further 
consideration. 

Mr. Kean. You suggest a withholding tax on interest. Now the 
E bonds are subject to taxation when interest comes in. Are you 
going to withhold on the E bonds? 

Secretary Snyper. If you pass the law we will follow the instructions 
of the Congress. 

Mr. Kean. I do not know how—— 

Secretary Snyper. The tax is due when the bonds are paid, or 
when the interest accrues, at the taxpayer's option. 

Mr. Kean. The general question of having this tax imposed in 
two bites rather bothers me on account of the fact that 1 cannot see 
how we can write a balanced tax bill if we put in a different rate say 
for excise taxes, and a certain proportion for personal income tax, 
and so on and if we have $6,000,000,000 hanging over us. It does 
not seem to me that we can write an intelligent sound tax bill unless 
we know what we are going to tax. 

Secretary Sxyper. Well, we were concerned with that very point 
when we were going over this matter; we knew there would arise in 
your minds many questions of just how much the entire net amount 
finally would be. 

We felt that in order to get the revenues in motion, to prevent any 
unnecessary deficit financing in the fall, that it would be better to 
take the less controversial matters and get those into the tax bill, and 
then as the total amount of new revenue needs became known, and 
as we learned about the cost of the defense program, we could more 
appropriately then add what was necessary to bring about a balanced 
budget for the fiscal year. 

Those things were given very grave consideration. 

Therefore we finally resolved on the proposals that we are offering 
to you, the basic proposals which are laid before you as the founda- 
tion in the way of suggestions to the Ways and Means Committee. 
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Personally I have always taken the attitude that it was the Ways and 
Means Committee’s prerogative to write the tax bill. 

We have come up here trying to lay the ground work, and a great 
deal of work has been done along that line in trying to lay out the 
basis upon which your committee can approach the problem. It may 
be that after you have considered the matter you will decide that 
some of the items should not be in this bill. But after all it is a matter 
of trying to find something to substitute for it, because it is the end 
job that we are trying to work out in trying to get a balanced program. 

I think we have given you a sound approach to a very grave problem, 
and we want to try to work it out with you. 

Mr. Kean. I am glad you think that you are suggesting items here 
that are less controversial. There has been controversy about a good 
many of them. 

Secretary Snyper. Yes. 

Mr. Kean. There are two other questions I have in mind. [ 
just glanced over the tables you submitted. I have not had much 
time to look over them, but I noticed on table 5 you mentioned 
“Personal care, amounting to 25.7.” 

“Amount and proportion of consumer expenditures directly subject 
to Federal excises.” 

Then you have got down here 

What is personal care? 

Secretary Snyper. Those are the ladies’ personal care items; 
shaving cream, and so on covered by the tax on toilet preparations. 

Mr. Kean. I see. 1 do not exactly understand your table No. 4, 
where you speak of a percentage increase. For instance, | note you 
say that the increase on automobiles is recommended to go from 5 to 
15 percent, while the actual rise is from 7 to 20 percent. 

Secretary Snyper. We are talking about the retail price; that was 
the manufacturer’s price, up 7 to 20 percent. 

Mr. Kean. The 7 to 20 is the ohehuale? 

Secretary Snyper. Yes. 

Mr. Kean. The actual tax will be on the retail, will be 5 percent to 
15 on account of the mark-up in the price? 

Secretary Snyper. That is correct. 

Mr. Kean. Thank you, Mr. Secretary. 

The Cuarrman. Mr. Harrison. 

Mr. Harrison. Mr. Secretary, on page 15 of your statement you 
make reference to cooperatives. Will you tell me how much your 
recommended increase in tax on cooperatives will produce? 

Secretary Snyper. That will depend entirely upon the plan the 
committee deems it advisable to adopt. We have a good deal of 
background on that; we have given it consideration. But there is no 
specific amount put in here. That is one of the miscellaneous items 
where frankly, we are not going to produce a great deal of revenue. 

Mr. Harrison. That will not produce much revenue? 

Secretary Snyper. That is correct. 

Mr. Harrison. Now I notice you recommend that we apply the 
corporation income tax to cooperatives retained funds. Can you tell 
me how much revenue such proposal if enacted would produce? 

Secretary Snyper. We have some figures. However, this is a 
matter that has come up year after year and there has been much 
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complaint about our not trying to apply the taxes across the board. 
We will be glad to give you such information as we have. 

Mr. Harrison. pte be glad to have it. 

(The information requested follows:) 

If the retained funds of cooperatives are subject to the corporation income tax, 
it is estimated that the increase in revenue would be approximately $25,000,000. 

Mr. Harrison. Mr. Secretary, I notice in your statement you 
propose tax changes in taxes put on estates. Have you given any 
consideration to, or considered limiting the exemptions of inheritance 
taxes to the 15 percent limitation of income taxes? 

Secretary Snyper. The General Counsel stated that was discussed 
2 years ago, when this matter was under discussion but that no con- 
clusions were finally reached on that particular point. 

Mr. Harrison. They are subject to a great deal of abuse. 

Secretary Snyper. That is the reason we have put them in here for 
consideration. We have had many statements indicating that there 
ought to be adjustments made. 

Mr. Harrison. There is a great deal of revenue lost; is there not? 

Secretary Sxyper. The House approached the problem of family 
foundations last vear. It was included in the bill in the House, but 
was later taken out over in the Senate. It amounts to about 
$25,000,000, 

Mr. Harrtson. $25,000,000 a year was lost? 

Secretary Snyper. Yes. 

Mr. Harrison. That is all, Mr. Chairman. 

Mr. Curtis. Mr. Chairman. 

The Cuatrman. Mr. Curtis. 

Mr. Curtis. Mr. Secretary, we are glad to have you here, and I 
hope that after the committee has wrestled with these problems a 
few weeks you will come back and give us the benelit of your views 
in the light of what has developed up to that time? 

Secretary Sxyper. | have offered to do that this morning, Mr. 
Curtis. 

Mr. Curtis. Mr. Secretary, in presenting these views of the Treas- 
ury Department, have you had the advice or consulted with the 
Military and State Departments on requirements for expenditures? 

Secretary Snyper. Through the Budget, ves. We have the Budget 
Director here and he will be available to discuss any of the Budget 
items with you. 

Mr. Curtis. But I mean, in making up your recommendations, 
have you had the benefit of the inside views of the Military Depart- 
ment and of the State Department? 

Secretary Snyper. On what subject? 

Mr. Curtis. On how much money they are going to need. 

Secretary Snyper. We get that from the Budget; that is our source 
of information on that. 

Mr. Curtis. Then you have it? 

Secretary Snyper. We have their figures, their estimates as indi- 
cated in the Budget; ves. 

Mr. Curtis. And is it your view that what you propose here may 
be for a period of 20 or 30 years, as indicated by General Eisenhower? 

Secretary Snyper. | have not—an indeterminate period. 

Mr. Curtis. Yes. 
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Secretary Snyper. I think it is an indeterminate period. I do not 
think any of them have come to any conclusion as to how long this 
may be projected into the future. The problem will be with us for 
some time to come, is the most optimistic statement that I have 
received from any of them. 

Mr. Curtis. How long do you mean by that? 

Secretary Snyper. A number of years. 

Mr. Curtis. How many years? 

Secretary SNyper. Longer than 4 or 5 years. 

Mr. Curtis. Longer than 4 or 5 vears? 

Secretary Snyper. Yes. | am not trying to pose as a competent 
witness to project the length of the emergency, because I think it is 
an indeterminate period, because right now we are not fully informed 
on what the problem is. 

After Pearl Harbor we knew that we had a problem, and set out 
to accomplish it, that is, to put a stop to German and Italian and 
Japanese aggression. Llere we do not know where trouble is going 
to break out. We are trying to formulate a program, to come up with 
a strong defense force that is going to discourage any attack on this 
country, and one that is going to attempt to bring about an arrange- 
ment whereby we can have world peace. Just how long a time that 
is going to take I have not heard any estimate, any attempt to define 
or to put a limitation on it. 

Mr. Curtis. That is the point | wanted to bring out. The revenue 
taxes during World War Il proceeded on the basis of the emergency, 
and as soon as a certain job was done by the fighting forces, the taxes 
would be reduced. 

But suppose this is to last something more than 4 or 5 years, and 
we do not know how long, we are then thinking on a tax problem 
which is rather permanent; is that right? 

Secretary Snyper. Well it is a problem that is going to be with 
us over a period of years. 

Mr. Curtis. With respect to these tax increases and new taxes, 
do they have your personal recommendation? 

Secretary Snyper. These are taxes that have been very carefully 
considered. I think we have got to work with what the end result 
is going to be. I think that any businessman, with any type of taxes 
that are proposed here with the purpose of carrying out a defense 
program, must look at it from that standpoint and help us, and the 
businessman would rather pay those taxes as we go along now. 

Mr. Curtis. You referred to the end result. What is that? 

Secretary Snyper. The establishment of the assurance of peace. 

Mr. Curtis. So it might take 4 or 5 years or it might take what 
General Eisenhower has ‘suggested, 20 or 30 vears, possibly? ? 

Secretary Snyper. Well ‘T will not go beyond—and T am not a 
competent witness to say how long. 

Mr. Curtis. When are these tax proposals to become effective? 

Secretary Snyper. At the earliest possible moment the whole 
program could go into effect. 

Of course, on the excise tax, it will have to be as of the date sub- 
sequent to the passage of the legislation, by the very nature of the tax, 
it is not a retroactive tax. 

The corporation tax could certainly be retroactive to January 1. 
As to the individual taxes, they could be if you passed the tax bill 
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immediately. Of course, there will have to be made some adjustments 
as to the effective date, according to the time when it would be put 
into effect. We would like to have it go into effect as soon as possible. 

Mr. Curtis. Beginning on page 13 of your statement you have a 
heading “Structural revision and enforcement.” Is that what has 
been referred to as “loopholes’’? 

Secretary Snyper. Much of it is in that; ves. 

Mr. Curtis. Do you feel, as expressed by the President, there is 
not much money in the loophole group? 

Secretary Snyper. It all depends upon what loopholes we find. 

Mr. Curtis. I mean all of them? 

Secretary Snyper. The whole loophole area does have some ma- 
terial revenue in it. 

Mr. Curtis. Then you recommend that the withholding principle 
be applied to div idends on corporations. Is it your recommendation 
that go in the first bill, to raise the $10,000,000,000, or that it would be 
put in the latter bill which the President refers to as the “second bite’’? 

Secretary Snyper. It can go into either bill. It is suggested that 
it could go into the first one, 

Mr. Curtis. What is your recommendation on that? 

Secretary Snyper. My recommendation is that it be in either one, 
I would like to see it in the first. 

Mr. Curtis. How much money will that produce? 

Secretary SnypER. About $250,000,000. 

Mr. Curtis. Is that the same figure we had before us when you 
previously presented that to us? 

Secretary Snyper. The General Counsel, Mr. Lynch, can answer 
that. 

Mr. Lynen. I think before the committee was considering only as 
to the dividends, and the estimate as to dividends varied from $150,- 
000,000 to $175,000 ,000. 

Mr. Currts. Would your withholding tax apply to tax-exempt 
Government bonds? 

Secretary Snyper. No; not those that are already outstanding. 
There would have to be a change in the law for the future. We do 
not suggest any retroactive tax on them. 

Mr. Curtis. Now you also refer to changes with reference to the 
percentage of depletion for oil wells and minerals. How much 
revenue could you get there? 

Secretary Snyper. If the rate of depletion allowed gas and oil 
properties is reduced from 27}; to 15 percent and intangible develop- 
ment costs are deducted in computing gross income for depletion 
computation, it is estimated that there would be an increase in 
revenue of approximately $300,000,000. 

Mr. Curtis. Is it your recommendation that that go into the first 
bill or go into the latter bill? 

Secretary Snyper. It is not included in the $10,000,000,000 figure 
for the first bill. We would be glad to have it in there if the Ways 
and Means Committee sees fit. 

Mr. Curtis. Then you refer to revision relating to treatment of 
business organizations now exempt from taxes: Cooperatives and other 
mutual enterprises. Is it vour recommendation that that go in the 
first bill or in the second bill? 
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Secretary Snyper. It is not recommended in the first bill. The 
earlier we get it in and try to iron out some of these loopholes that 
are causing resistance in the minds of the people and that ought to be 
straightened out, the better it will be. 

Mr. Curtis. What is your recommendation with respect to a tax 
on building and loan associations? 

Secretary Snyper. It was suggested that that was an area for 
exploration to see if they are being properly taxed. 

Mr. Curtis. Well, Mr. Secretary, with the utmost respect, I think 
this committee should know what the Treasury Department recom- 
mendations are in the field of tax-exempt institutions, and if vou have 
any recommendations with reference to the building and loan asso- 
ciations I think this committee ought to know them and I think the 
country ought to know what they are. 

Secretary Snyper. On page 15 of the statement I said this [reading]: 

To the extent that collective buying and selling results in lower buying prices 
or larger incomes to patrons or members, these savings enter into their taxable 
income as individuals. However, funds which are not returned to members of 
these mutual enterprises are available tax free for expansion in competition with 
other taxable businesses. 

That is the area we think ought to be taxed. 

Mr. Curtis. And what do you propose about the tax? 

Secretary SNyDER [reading]: 

We should seek to apply the corporation-income tax to such retained funds. 


That applies equally to building and loan associations. 

Mr. Curtis. Do you propose to make allowances for the require- 
ment of reserves as provided by State laws? 

Secretary Snyper. Those reserves were given consideration. 

Mr. Curtis. Is it vour recommendation that they be taxed? 

Secretary Snyper. A proper reserve for such institutions, of course, 
should be taken into consideration. While this will not produce much 
revenue, a study should be made in order to iron out the loopholes 
that have caused concern in connection with recent tax legislation. 

Mr. Curtis. How much money will your proposal bring in from 
building and loan associations? 

Secretary Snyper. The corporation-tax rate on building and loan 
associations and mutual-savings banks would produce about $150,- 
000,000. 

Mr. Curtis. Will your proposal for withholding on dividends 
apply to those organizations likewise? 

Secretary Snyper. Yes; we would withhold on dividends and 
interest. 

Mr. Curtis. Now, Mr. Secretary, what is the Treasury’s proposal 
in reference to cooperatives? 

Secretary SnypER. Exactly the same principle, with the revenue 
expected to be about $25,000,000, 

Mr. Curtis. About $25,000,000? 

Secretary Snyper. Yes. 

Mr. Curtis. That is from all forms of cooperatives? 

Secretary Snyper. Let me read the formula again. [Reading:] 

To the extent that collective buying and selling results in lower buving prices 


or larger incomes to patrons or members, these savings enter into their taxable 
income as individuals. However, funds which are not returned to members of 
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these mutual enterprises are available tax-free for expansion in competition with 
other taxable businesses. We should seek to apply the corporation-income tax 
to such retained funds. 

This would not impair the ability of cooperatives and mutual 
savings and credit institutions to perform their traditional functions 
of collective buying and selling or pooling of savings for investment. 

Mr. Curtis. Now, do you propose any change in the statutory 
preference given to farm cooperatives? 

Secretary Snyper. That was given very careful consideration— 
the question of whether some of the smaller cooperatives might be 
given special treatment in the formulation of the tax. 

Mr. Curtis. What changes do you propose in the statutory treat- 
ment of farm cooperatives? 

Secretary Snyper. The exempted retained earnings would be 
subjected to a tax. 

Mr. Curtis. You would repeal that part of the law that permits 
farm cooperatives to retain a portion of their earnings and still have 
them tax-free? Is that your recommendation? 

Secretary Snyper. May | ask our general counsel to answer that? 

Mr. Lyxenu. The effect of this proposal to limit section 101 (12) 
to small cooperatives would be to seale down the extent of the exemp- 
tion allowed for retained earnings. 

Mr. Curris. What classes of cooperatives have the privilege of 
retaining part of their earnings as reserves? 

Mr. Lynxecu. Only farmers’ purchasing and marketing cooperatives 
under section 101 (12) have the privilege to retain such reserves 
tax-free. 

Mr. Curtis. The change you propose would bring in how much 
revenue? 

Mr. Lyxen. We estimate $25,000,000. 

Mr. Curtis. From the whole field of cooperatives? 

Mr. Lyneu. From the whole field of cooperatives; ves. 

Mr. Curtis. And how much from farm cooperatives by changing 
this statute? 

Mr. Lyxnen. We will try to break that down. We have not been 
able to do that as vet. 

Mr. Curtis. Now, how do you propose to change the law in respect 
to the so-called consumer cooperatives? 

Mr. Lyncu. Exactly the same principle would apply to consumer 
cooperatives. 

Mr. Curtis. What statutory advantage do consumer cooperatives 
enjoy now? 

Mr. Lyxcu. They enjoy no statutory advantage. The point is 
that a consumer cooperative is presumed to pay out to its customers 
the savings from cooperative merchandising. It was our thought 
that the Congress in that field would want to consider precisely a 
d finition of patronage dividends. 

Mr. Curtis. You have already taken care of that by regulation; 
have you not? 

Mr. Lyncu. We do think that would be an area Congress would 
want to consider. 

Mr. Curtis. In other words—I will confine this question to farm 
cooperatives—if a grain elevator has a certain earning and they 
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give the farmer patron his share of the earnings in cash, that is 
treated as individual income? 

Mr. Lyncu. That is correct. 

Mr. Curtis. But if they merely send him a letter and say his 
share of the earnings is so much and they are going to keep it, it is 
still income now? 

Mr. Lynen. That is correct. 

Mr. Curtis. According to your present regulations? 

Mr. Lyncu. As an allocation. 

Mr. Curtis. Now, if another business unrelated to agriculture 
organizes on a cooperative basis and pays its profits to its customers, 
to its consumers, to whom does that income go? 

Mr. Lynen. That is income to the consumer if it represents a 
payment back to him and it has an income-tax consequence. For 
example if it is a return on what a man buys in the way of personal 
effects, that does not have an income-tax consequence, and it would 
not be reflected in the individual’s tax. However, if it was a business 
expense, it would be reflected. 

Mr. Curtis. If it was a business expense, it would increase the 
tax liability, because he pays less business expense? 

Mr. Lynen. That is correct. 

Mr. Curtis. But if it was groceries or clothing for the family, is it 
income to the patron? 

Mr. Lynen. It is not, because the expenditure or reduction in 
amount is not one that is a business expense. 

Mr. Curtis. Now take the store that sold this merchandise: if they 
pay their profits out to the patrons, what is vour recommendations 
as to how to tax that income? 

Mr. Lynen. Well, the principle suggested here is that to the extent 
that there is not a return to the patron in the way Congress might 
want to define “return,” then it would be considered as retained and 
and would be subject to taxation at the cooperative level. 

Mr. Curtis. In other words, you propose to continue the tax- 
exempt status to the cooperative of funds paid out to patrons on 
members? 

Mr. Lynen. Funds paid out; ves. 

Mr. Curtis. And the only field where you recommend a change 
is to change the statute which permits the retention of certain funds? 

Mi. Lynen. That is correct. 

Mr. Curtis. How many farm cooperatives are there? 

Mr. Ecker-Racz. In 1946 there was 6,009 exempt farmers’ market- 
ing and purchasing cooperatives. 

Mr. Curtis. Do all of those 6,009 avail themselves of the tax- 
exempt status? 

Mr. Lyncu. Yes. It has been reported—and I think it is current 
information—that some of them have voluntarily given up their tax- 
exempt status—some of the substantial sized ones, too. 

Mr. Curtis. Now, as to those good-sized cooperatives who have 
given up their tax-exempt status, do you propose in any way to 
increase their tax liability? 

Mr. Lyncu. They would be treated as business corporations and 
would be subject to the increase in tax resulting from any change in 
the definition of patronage dividends. 
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Mr. Curtis. How many cooperatives are there besides those farm 
marketing cooperatives which number 6,009? 

Mr. Ecxer-Racz. The total number was 10,075, including the 
6,009. 

Mr. Curtis. In other words, there are about 4,000 cooperatives 
that are not connected with agriculture; is that correct? 

Mr. Eexer-Racz. Those are all farm marketing and purchasing 
cooperatives—the 10,075. 

Mr. Curtis. The entire 10,000? 

Mr. Eckxer-Racz. Yes. 

Mr. Curtis. How many cooperatives are there that are not con- 
nected with agriculture? 

Mr. Ecxer-Racz. We do not have those figures. 

Mr. Curtis. Do you recommend any tax increase for the coopera- 
tives not connected with agriculture? 

Mr. Lyncu. It would be the same formula applicable to both. 

Mr. Curtis. In what way would that differ from the situation now? 

Mr. Lynen. The Congress could very well define what is considered 
a payment out to a patron. 

Mr. Curtis. At the present time, that is any payment or evidence 
of ownership; is it not—under your regulations? 

Mr. Lyncu. That might be subject to consideration by the Congress 
or by the committee. 

Mr. Curtis. I mean the tax liability of the patrons. But, so far 
as cooperatives are concerned—and again I am referring to nonfarm 
cooperatives—-what change, if any, do you recommend as to fixing 
their tax liability? 

Mr. Lyneu. I cannot answer that other than as I have—to apply 
the same principle to both. If the present system as to other coopera- 
tives is not deemed to be adequate or equitable, then I should think 
the Congress would want to find what the dividing line is between a 
patronage dividend and retained earnings. 

Mr. Curtis. Mavbe I should particularize a little more. Suppose 
a given cooperative operates a department store and they make 
$100,000 and pay out $90,000 to their customers and retain $10,000. 
At the present time, how are they taxed if they hold no specific 
exemption as a farm cooperative? 

Mr. Lyncu. They would be taxed as a corporation on the retained 
earnings. 

Mr. Curtis. On the $10,000? 

Mr. Lynen. Yes. Unless they made an allocation of the retained 
$10,000 to their members, in which case that part would be reflected 
in the income of members. 

Mr. Curtis. Now, so far as the cooperative itself is concerned, you 
would impose the corporation tax only on that portion of its earnings 
not paid out? 

Mr. Lyneu. Correct. But I do want to point out the definition 
of “allocation” is something that the committee might want to 
consider. 

Mr. Curtis. That is right. Now, what change do you propose in 
this example I cited of a cooperative department store, unrelated to 
agriculture, making $100,000 a year and paying out $90,000 to its 
customers? At the present time, you tell me, vou apply the cor- 
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poration tax rate to the $10,000. What change is recommended by 
the Treasury Department in this tax program? 

Mr. Lyncu. We are prepared to give you all of our present prac- 
tices and regulations with respect to cooperatives, both farm coopera- 
tives and consumer cooperatives. The main problem is whether 
distributions made by a cooperative other than in cash are to be 
excluded from its taxable income. That is a matter on which we 
have had long discussions between the staff of the joint committee 
and the staff of the Treasury Department to see whether or not there 
might be proposals to present for the consideration of the Congress. 

Frankly, I do not think we are at the stage yet, to present that to 
the committee at this time. We hope to be able to do that before 
very long. 

Mr. Curtis. Mr. Lynch, I do not think my question is difficult. 
Now, here is an issue that has been batted around, with both sides 
making numerous assertions and accusations about it, and I want to 
know whether the Treasury recommends any new tax for the type of 
situation I described. If you do recommend a tax, what is it? 

Mr. Lyncen. May I give you an illustration? 

Mr. Curtis. Yes. 

Mr. Lyneu. This committee might, in considering whether a 
patronage dividend is to be considered as excludable want to place a 
limit upon the time within which payment might be made before it 
could be considered as excludable. Those are matters we have under 
discussion now with the staff of the joint committee, and it might 
be that the committee would want to consider whether the present 
rules are adequate in that situation. 

Mr. Curtis. I understand those are side issues, but do you propose 
the imposition of the corporation tax on any part of that transaction 
where it does not pay? 

Mr. Lyncun. It may be the committee would want to say a payment 
has to be made within a certain period of time or else be considered 
as retained earnings. There has been this subject of discussion, that 
some people feel hat to allocate it to the individual is not satisfactory 
unless he can get it paid in cash or get it paid in merchandise at a 
certain time. 

Mr. Curtis. I understand that; but suppose they pay it out in 
cash? 

Mr. Lynen. Oh, definitely not. 

Mr. Curtis. Now take my hypothetical case where the cooperative 
department store has earnings of $100,000 a year; they pay out $90,000 
in cash and allocate nothing; they keep $10,000 in cash. At the pres- 
ent time, they pay the corporate rate on the $10,000? 

Mr. Lynen. Right. 

Mr. Curtis. Under such circumstances, do you in this tax program 
recommend any change? 

Mr. Lynen. No. 

Mr. Curtis. And this $25,000,000 pick-up in revenue—is that 
something you suggested for the second bill? 

Secretary Snyper. It is not included in the $10,000,000,000 figure, 
but certainly is in the spirit of the first bill. But you can readily see 
we had anticipated there might be some controversial matters that 
would take a little more time; therefore we wanted to get into the big 
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end of the revenue-producing bill first. But we want to make fully 
available to the committee all of the background and all of the think- 
ing and all of the statistics we have in any of these matters. This one 
was not included in the first figures, but the spirit of it is there, and 
we want it laid clearly before the committee that this was not a matter 
that was being left out of consideration. 

Mr. Curtis. Now, how much do you recommend can be raised by a 
change in the taxation of life-insurance companies? 

Secretary Snyper. About $75,000,000. 

Mr. Curtis. That is over and above what was included per vear in 
this interim bill? 

Secretary Snyper. Yes. Thisis new. That stop-gap expires now, 
and this is new legislation, because we have none at this time, for the 
future. That would be an extension of temporary legislation. It is 
not in addition; it is an extension of the temporary legislation. 

Mr. Currts. Is it the Treasury’s recommendation that we extend 
the stop-gap legislation? 

Secretary Snyper. If we are not ready to make permanent legis- 
lation, we certainly want to recommend the extension of the stop-gap. 

Mr. Curtis. Do you have any recommendation for permanent 
legislation that is different from the stop-gap? 

Secretary SynpeErR. We have been talking about that with the com- 
mittee for some time, as vou know, trying to arrive at a fair way of 
doing it. But at this time it has not developed to the point where 
definite recommendations for permanent legislation could be made 
now. So we ask vou to extend the stop-gap. 

Mr. Curtis. You do not know whether it would change the revenue 
either way? 

Secretary Snyper. It would depend on the nature of the final 
recommendations. 

Mr. Curtis. Now, as to your recommendations in regard to capital 
gains from the sale of certain business property to be revised, is that 
something that you are suggesting would have to have some study and 
therefore would go into the second proposal? 

Secretary Snyper. | think that part of it would; ves, sir. 

Mr. Curtis. How much money does the Treasury feel we could get 
from that? 

Secretary Snyper. On that particular part of it, Congressman, we 
do not have any precise figure yet; but it would be approximately 
$70,000,000. It is an area, though, that we have had brought to our 
attention and that we think ought to be given consideration when we 
get into that side of the picture. 

Mr. Curtis. How much revenue do you propose we could get by 
taxing tax-exempt securities issued by States and municipalities? 

Secretary SnypEr. That is largely in the future, because this would 
not, of course, affect the outstanding issues now. It would have to be 
a very rough approximation, because we would have to estimate how 
much future issues of that type of securities would be offered to the 
market. 

Mr. Curtis. Of course, it might be well to know. 

Secretary Snyper. It is one of those inequities that we think ought 
to be given consideration and corrected. 

Mr. Curtis. But that could not be reached in the first bill? 
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Secretary Snyper. I would not think so, because it has no imme- 
diate important revenue potentialities. 

Mr. Curtis. In reference to the estate and gift tax situation, is the 
Treasury Department opposed to the 1948 changes that were made? 

Secretary Snyper. The exemptions are considered overly generous 
as a result of the 1948 bill. 

Mr. Curtis. Does the Treasury desire to tax community property 
on the basis of the 1942 basis or the pre-1942 basis? 

Secretary Snyper. That was one of the points we brought out— 
that it had developed to the point where it was apparent that as these 
higher rates come on, the individual or the widowed person is treated 
inequitably compared with the married person, and there is a field 
where we are going to have to try to work out some equitable solution. 

Mr. Curtis. How much money is involved in your proposals for 
estate and gift taxes? 

Secretary Snyper. Our last vear’s proposals amounted to 
$400,000,000. It would be somewhat higher under present conditions. 

Mr. Curtis. Did that proposal restore all of the 1942 basis? 

Secretary Snyper. No. 

Mr. Curtis. Now, you made reference, in connection with estate 
and gift taxes, to the family unit. Does this mean that for income, 
estate, and gift taxes the family is to be regarded as one? 

Secretary Snyper. Just where is that in the testimony? I do not 
recall that point. 

Mr. Curtis. I do not care to pursue it. I will just withdraw the 
question. 

Secretary Snyper. If vou get back to it, we will be glad to go into it. 

Mr. Curtis. Now, you make reference on page 16 to the changes 
in the structure of the excess profits. Just what is it you propose 
there? 

Secretary Snyper. That tax has just gone into effect. As it gets 
into operation, we will begin to find how it works. We may have to 
have some adjustments. Some inequities develop one way or the 
other as it goes into operation. We feel it too early to start to make 
recommendations until it has been in operation a while. We thought 
we could catch during the second phase some adjustments that will 
have to be made. 

Mr. Curtis. That deve ‘lop i in the light of the operation of the tax? 

Secretary Snyper. That is right. 

Mr. Curtis. It is nothing specific? 

Secretary Snyper. Not at this time. 

Mr. Curtis. And you do not know how much revenue would be 
involved? 

Secretary Snyper. Not at this time. 

Mr. Curtis. Does the Treasury have any recommendations for 
revenue raising to secure the 6.5 billion dollars that are not disclosed 
in your statement? 

Secretary Snyper. We have a number of areas that might be con- 
sidered when we get into that phase of it and see what the net require- 
ments are. 

Mr. Curtis. Do you expect to have some recommendations at a 
future time? 

Secretary Snyper. Yes, sir. 
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Mr. Curtis. About when, probably? 

Secretary Snyper. As early as we develop them, we will pass them 
on to the committee. We are working with the joint staff in a number 
of areas. 

Mr. Curtis. That is all, Mr. Chairman. 

Mr. Mason. Mr. Secretary, your thinking along tax lines is getting 
much closer to my thinking along tax lines, and I am rather pleased 
about it. I have several questions that I want to go into, but I 
would like to see if we can get on a common ground so that T can 
understand what is in your mind when you answer and you can 
understand what is in my mind when I am asking the question. 

Can we both agree that the two objectives in this tax program are, 
first, to collect the dollars to balance the budget and, second, to check 
inflation? Can we agree on those two as the main objectives? 

Secretary Snyper. The primary objective, of course, is to balance 
the budget, which in itself is anti-inflationary. I always believed 
that a tax bill ought to be for producing revenue to meet current 
expenditures and for the retirement of the public debt. 

Mr. Mason. Now, then, Mr. Secretary, if this tax [indicating] will 
collect dollars but will not be anti-inflationary and this tax [indi- 
cating] will collect dollars and be anti-inflationary, then if we have a 
choice as between the two, we should take the one that will accomplish 
both objectives; should we not? 

Secretary Snyper. On balance, I would say that is true; yes, 

Mr. Mason. Other things being equal; of course, there are a lot of 
other factors that must be considered, but other things being equal, 
we should take the one that accomplishes both objectives; should 
we not? 

Secretary Snyper. To the greatest extent possible. 

Mr. Mason. Now, about this one-package or two-package bill: 
if we should decide to lower, say, the exemptions on the personal 
income taxes, won't that have a real determination upon whether we 
should later levey, say, a general sales tax? Because the one would 
hit the lower income brackets, and so would the other, and if we act 
on one before the other, we must take into consideration at least the 
two types of taxes; should we not? 

Secretary Snyper. The lowering of the exemptions and the general 
sales tax? 

Mr. Mason. Yes. 

Secretary Snyper. They ought to be considered at the same time; 
yes. 

Mr. Mason. Now, if they must be considered at the same time— 
and I am inclined to agree with that—then should not we have a 
blueprint covering the collection of the 16.5 billion dollars before 
us even when we consider the 10 billion dollars tax take ahead of the 
several billions tax take? Should not we have a kind of general blue- 
print before us so that we could weigh those things? 

Secretary Snyper. I think we could develop that, and that is our 
proposal—that we work jointly with the Ways and Means Committee 
which has the prerogative of creating tax legislation. We want to 
work right hand in glove with you in developing such a blueprint at 
the earliest possible time. We are building the foundation here and 
working with you on the superstructure. 
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Mr. Mason. Taking up now the personal income tax you are 
proposing, we now are collecting around $25,000,000,000, and you are 
proposing a $4,000,000,000 addition in personal income taxes. I 
wonder if we can agree that the tax dollar collected from the lower 
brackets reduces buying power and actually is a check on inflation, 
where these tax dollars down here [indicating] take away dollars that 
can be spent for consumer goods. 

Secretary Snyper. It has that effect. 

Mr. Mason. Now, in the $5,000 income bracket and, of course, 
below that we are collecting, say, $10,000,000,000, and we are collect- 
ing it from 46,000,000 people out of the 52,000,000. That is, the great 
bulk of the people affected are below that $5,000 income bracket, 
and therefore they represent a large part of the spending power or 
buying power. So if we take a dollar from them, it will have a greater 
check on inflation than taking a dollar from the man in the $50,000 
bracket, say. 

Secretary Snyper. Well, there would be more dollars taken out of 
the spending stream; yes. 

Mr. Mason. And the fact of the matter is that the fellow below the 
$5,000 bracket has to spend all of his dollars, practically speaking, 
while the fellow up in the upper brackets only spends part of his 
dollars and saves the other part to invest in industry and production, 
in the expansion of industry; does he not? 

Secretary Snyper. In applying the effects of the tax, you are right. 

Mr. Mason. Now, if the tax dollars we take from the upper brackets 
are the same in their influence upon balancing the budget but not the 
same in their influence upon inflation, because the tax dollar in the 
upper bracket is a dollar taken away from the investment power 
while the tax dollar in the lower brackets is a dollar taken away from 
the buying or purchasing power, then maybe we should give some con- 
sideration instead of a 4 percent increase in the rate across the whole 
board on personal income to get $4,000,000,000, if we can get the 
$4,000,000,000, say, by lowering the exemption from $600 to $500 
and a flat across-the-board rate of 2 percent will, I am told, bring in 
the same $4,000,000,000—maybe we ought to give consideration to a 
2 percent rate across the board and lower the exemption because of 
the effect it would have on inflation. 

Secretary Snyper. For this first step, we have not considered that 
to be an appropriate device, because the dollar taken from the upper 
bracket is also anti-inflationary in that it does prevent deficit financing. 

Mr. Mason. It is anti-inflationary in that it does prevent deficit 
financing or deficit spending on the part of the Government, but when 
you take it away from the investment dollars that are needed to 
expand industry and increase production in the face of the great need 
we have for increased production, then in that sense the dollar taken 
away from the upper brackets is an inflationary dollar. 

Secretary SNypErR. You are drawing a pretty difficult parallel 
there. 

Mr. Mason. Now let us go to corporation taxes, collecting today 
something like $20,000,000,000, and you are asking for $3,000,000,000 
more of corporation taxes. You want to raise that $3,000,000,000 by 
increasing the corporation take from 47 percent to 55 percent, and 
we have already increased it 9 percent this last year, from 38 to 47 
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percent. Now, you are proposing to add another 8 percent on that. 
Is the corporation tax inflationary or deflationary, in general? 

Secretary Snyper. Well, it is revenue raising, and the corporations 
have had a tremendous increase in profits, which was given very 
careful consideration in this proposal. We know it is a stiff proposal, 
and it is given with the full understanding that it is a very stiff pro- 
posal. But corporate profits have gone up stiffly in the recent period, 
too; so that has been given very careful consideration in arriving at 
this present suggestion. 

Mr. Mason. Well, while the corporation dollars have doubled, we 
will say, in number, IT do not know that corporation profits have 
increased a great deal because of these increased dollars, when they 
take care of depreciation, expansion, and so forth, nor by any more 
than they would before they have gone up to the $40,000,000,000 
profit level. 

Secretary Snyper. Well, the Treasury will be willing to accept 
that dollar in payment of taxes for whatever value it has. 

Mr. Mason. The Treasury will accept that dollar because it will 
help to balanee the budget. 

Secretary Snyper. That is right. 

Mr. Mason. But it will not expand production and it will not give 
us increased goods, and we must have expanded production and 
increased goods to hold down this inflation, because it is the shortage 
of goods and the expenditure of money that makes inflation, is it not? 

Secretary Snyper. Yes. But we are going to have another 
element that comes into the picture, and that is the manpower 
situation. That is going to have more effect in holding back pro- 
duction than the availability of capital investment. As we expand 
our defense forces and go into defense production, it is going to be a 
problem of manpower more than it will be a problem of expanding 
investment to increase civilian production. 

Mr. Mason. Now. Mr. Secretary. say IT am a corporation and I 
am making, after payment of taxes, $100,000 a vear profit. I retain 
$25,000 for depreciation and expansion and hand out to my stock- 
holders $75,000. Now, if Uncle Sam comes along and takes from me 
out of that $100,000 profit, we will say, $50,000, or $20,000 more than 
he did, either | have to take that out of that fund for depreciation and 
expansion or out of the fund IT hand over to my stockholders. And 
if my stockholders squeal—and undoubtedly they will—then I am 
going, if possible, to increase my prices so that I can still make 
$100,000 profit and keep $25,000 and hand out $75,000 to my stock- 
holders. And if I inerease my prices-——and on a seller’s market I can 
do that quite readily—won’'t that be inflationary? 

Secretary Snyper. Well, I am afraid they increased the prices be} 
forehand, anyway. That is what has caused all this so-called in- 
flationary spiral, the price raising that went on long before we put 
the tax on. I do not think the tax would have a material effect on 
that one way or another. 

Mr. Mason. Now, I am still that corporation and doing business 
and making a $100,000 profit. Across the street from me is a co-op 
that does the same kind of business, and today they have a 47-per- 
cent tax advantage over me. According to this bill they would be 
given a 55-percent tax advantage over me. What is that going to 
do to me? 
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Secretary Snyper. That is why we made the suggestion that we 
all take a look at that. 

Mr. Mason. I was very glad, Mr. Secretary, that you made that 
suggestion at least. 

Now, let us take excise taxes. We are collecting $8,250,000,000 in 
excise taxes, and you propose to collect $3,000,000,000 more. Excise 
taxes are definitely deflationary in nature, are they not? 

Secretary Snyper. | think so; yes, sir. 

Mr. Mason. Because they act as a deterrent upon buying. 

There are some of these things in connection with this excise-tax 
law that is now on the books that I always grumble about, and I want 
to use an illustration or two. If your wife buys a $500 fur coat she 
pays $100 tax on it. If my wife buys a $500 cloth coat—and there 
are such things, | understand-—she does not pay any tax on it. Should 
we not try to iron out that inequity as between these different materials 
that go into clothing? 

Secretary Snyper. If we possibly could I would say yes. 

Mr. Mason. Then should we not levy a tax upon the dress or the 
coat or the hat or the shoes or whatever it is above a certain level, 
rather than levying it upon the type of material the thing is made of? 

Secretary Snyper. Well, I imagine you are going to have great 
difficulty in arriving at that point. We have run into some very 
interesting problems in that area. Take for example, the significance 
of the type of occupation. Take the case of two people living in the 
same apartment side by side. One works in one type of business that 
does not pay any attention particularly to the twpe of clothes worn 
by the emplovee, whereas another sets a certain high standard of 
appearance for his employees. It is difficult to arrive at just where 
that cut-off point is. Both of them are working for practically the 
same compensation. It is a pretty difficult thing to arrive at a point 
where vou can say, “Above $70 for a suit of clothes” or “Above $50 
for a suit of clothes” or “Above $30 for a suit of clothes.””. That is 
going to be a difficult thing to do. You might say $100 for a lady's 
suit or $200 for a lady’s suit, and just where that figure comes in is 
difficult to say. 

I agree with the pertinent point you bring up of trying to find a 
solution, which has proved to be a very serious and difficult thing. 
If you get into materials, then you find all sorts of ways of manipulat- 
ing the materials. If vou get to the garments, if it is a 3-piece garment, 
you may find that they will sell them as individual pieces. It is 
going to be difficult to come out and say that at a certain point you 
would put a tax on that type of clothing. 

Mr. Mason. I agree, Mr. Secretary, that it is a difficult problem 
and we have a real job in front of us to iron out some of the inequities 
in our present tax system and raise the money to balance the budget 
at the same time. 

I wonder if in the examination of the President’s tax program and 
his welfare program, the combined effects of his welfare proposal and 
his tax proposal do not rob an individual of his incentive to work? 

Let me illustrate that. I am earning $3,000 a vear and I have two 
children and a wife. That is an exemption of $2,400, so I have to 
pay a tax on the balance, of $600. If I should loaf for 2 months out 
of the vear and get unemployment compensation, such as recom- 
mended by the Secretary of Labor before our Committee on Unem- 
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ployment, of 70 percent of my earnings, because I have three individ- 
uals to support, I would be better off financially to loaf 2 months of 
the year, collect my unemployment insurance, actually, than if | 
worked for the 12 months. 

Is that not an incentive for me to kind of slow down on the job? 
Is that not exactly what they are doing in England today, taking a 
day off a week in the mines and so forth because of this tax and their 
welfare situation? 

Secretary Snyper. [I am not qualified to discuss that, sir. 

Mr. Mason. It is an interesting proposal, Mr. Secretary. 

Now, on page 2 of your statement you make the assertion: 

It is, in fact, substantially below any danger line that might mean an impair- 

ment of the productive efficiency of our economy. 
That is a flat statement. It says we can raise these taxes without 
arriving at the danger line that might break down our economy. | 
wonder if in individual taxes we can go above this 4 percent increase 
without arriving at the danger line. 

Secretary Snyper. I do not know how much higher, but we cer- 
tainly think that the retained income of both the corporations and 
the individuals, which they have after the application of this, is 
sufficiently high in comparison with past periods, and we have been 
able to get along pretty well, and we feel that we have not reached 
any danger line yet. 

Mr. Mason. It is my personal opinion, Mr. Secretary, that we have 
arrived at the danger line now, because 25 percent of our total national 
income is being taken in taxes, and if we increase that by $16,000,000,- 
000 we will run up to about 33% percent of our total national income, 
which is going in taxes. No nation that I know of in history has ever 
gone beyond 25 or 27 percent without going on the financial rocks 
and on the economic rocks. 

Secretary Snyper. As I pointed out this morning, we just do not 
have any sign posts along the road we have to travel today. We are 
faced with a problem, the exact nature and kind and scope of which 
we have never been faced with before. 

I have already said that I would not recommend any such program 
as this for any normal time. I will repeat that. However, we are 
faced with a grave situation. I know and understand the point made 
by Congressman Curtis, that we are concerned with how long we will 
have to sustain this effort. We have to give definite consideration to 
that. We have to maintain a civilian economy along with the pro- 
gram we are going to do here. We have measured that very carefully, 
and we think that we do have left more than ample margin to sustain 
the energy of our American economy for continued production and 
development both in civilian and defense areas. 

Mr. Mason. Your proposal on capital gains, increasing the rates 
on capital gains, is of interest to me, because you say that is a loop- 
hole that we ought to close. 

I want to use an illustration, and it is an actual illustration. It is 
an actual situation. 

[have two sons. Both of them built $10,000 homes in 1940. Both 
of them built in the same year. Each of them has been offered 
$20,000 for his home. One is in the suburbs of Cleveland and the 
other is in the suburbs of Chicago. 
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Now, then, suppose that the one boy is transferred to Chicago and 
the other one, who works for General Motors, is transferred to 
Cleveland, and they make arrangements to trade their homes on just 
an out-and-out even trade. 

The Treasury Department would collect, under our capital gains 
and they would have to pay, each of them, $1,000 or more in order 
to make an even trade under the present law, would they not? 

Secretary Snyper. That is true under the present law. That is 
what would happen. That is one of the points that we have under 
study. We have run into that in increasing numbers of cases in 
recent Vvears. 

Mr. Mason. Suppose that they did not even trade. Suppose that 
the one boy was transferred to Cleveland and he had to sell his house 
and sold for $20,000, but he had to buy a new house in Cleveland 
for $20,000. He would have to pay, would he not? 

Secretary Snyper. That is correct. 

Mr. Mason. So there are inequities in the present rates, 

Secretary Snyper. That is correct. We recognize that. 

Mr. Mason. If we increase the rates we are bound to increase the 
inequities. 

Secretary Snyper. That is included as one of these items to study. 

Mr. Mason. Mr. Secretary, you propose in this statement the 
taxation of retained earnings on co-ops, on buildings and_ loans, 
and on mutual savings banks, which we did not do in the 1950 bill. 
As I understand it, the building and loans and the saving and loans 
are obligated to pay out their earnings to the share holders. How 
then could vou expect to tax anything under this formula, if they had 
to hand it out? 

Secretary Snyper. If they actually did that there would be no 
tax. The tax would come from the recipient. That is not really the 
area that is complained of. It is where they retain the earnings and 
compete with other businesses. 

Mr. Mason. That is right. I will agree with that. 

However, why not tax them before they hand out their earnings? 

Secretary Snyper. Well, that has to be reported, so the tax is paid 
by the member of the co-op. That is an equitable distribution. 

Mr. Mason. The question Mr. Curtis was asking is this: Here is a 
business organization or a retail store, a department store, organized 
as a co-op. Across the street is a department store which is not 
organized as a co-op. One of them hands out $90,000 or so in patron- 
age dividends, but the other fellow has to pay on his total earnings, 
and then when he hands it out the dividends are taxed again, while 
all the first man has to do is organize his co-op and escape that; is that 
not true? 

Secretary Snyper. Yes. That was the very situation we were 
discussing. 

Mr. Mason. That is something that we at least should look into and 
check, so that one would not have an advantage over the other in 
operating the business; and that is what you are proposing, I 
understand. 

Secretary Snyper. That is correct. 

Mr. Mason. Mr. Secretary, have you read Roswell Mazgill’s 
Michigan Law Review on the taxable income of co-ops? That is the 
Michigan Law Review. 
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Secretary Snyper. That was included in the study on the subject; 
yes. 

Mr. Mason. He goes into it quite thoroughly. 

Secretary Snyper. It was considered; ves, sir. 

Mr. Mason. He goes into the inequities of the problem. 

I think that is all, Mr. Chairman, for just now. 

The CHarrmMan. Mr. Martin is recognized. 

Mr. Marri. Mr. Secretary, on page 16 of vour statement you 
diseuss briefly the removal of the exemption of State and municipal 
securities from the Federal taxes. You make a statement as to the 
removal of the exemption, that perhaps it is made more difficult by 
the fact that it would increase to some degree the cost of future State 
and local borrowing. With that statement I agree. 

Then you state: 

A reasonable basis can be developed for the taxation of future issues of State 
and local securities without burdening States and localities excessively. 

From that I take it that vou believe that we have the right as Congress 
to levy that tax. 

Secretary Sxyper. The Department of Justice has so ruled; yes, 
sir. We asked for an opinion from the Department of Justice. 

Mr. Martin. Is that a recent ruling? 

Secretary Snyper. In 1939. 

Mr. Martin. 1939? 

Secretary Snyper. It was given to the committee by the Depart- 
ment of Justice. 

Mr. Martin. I hope we will have a chance to examine that ruling 
pretty carefully, because I have been following the Pollock case pretty 
carefully on that point throughout the vears, and | am under the 
impression that the Pollock case bas not been overruled by the 
Supreme Court. 

Secretary Snyper. May we introduce in the hearings here a memo- 
randum on that? 

Mr. Martin. I would be glad to have it inserted at this point in 
the record. 

Secretary Snyper. And please furnish the Congressman with a 
copy of it. 

(The information is as follows:) 


Tue Lecat AND ConstiruTIONAL Issues INVOLVED IN THE PROPOSAL TO Entin- 
INATE THE EXEMPTION OF INTEREST ON FuTURE ORLIGATIONS OF STATES AND 
Tuerrk PouiricaL SuURDIVISIONS 


There is no provision.in the Constitution of the United States which requires 
that interest on the bonds of the States or their political subdivisions be exempt 
from Federal income taxation. The contention that it is unconstitutional to 
require bondholders to include interest on State and local obligations in their 
taxable income is founded on the case of Pollock v. Farmers’ Loan and Trust 
Company ((1895) 157 U. 8. 429, 158 U.S. 601). It was there held uneonstitu- 
tional to apply the Federal income tax of 1894 to interest upon bonds of a muni- 
cipal corporation. However, subsequent decisions of the Supreme Court indicate 
that this decision no longer has vitality as an authority requiring the exemption 
of State and local bond interest from Federal income taxation and that the 
governing principle of that case has been abandoned by the Supreme Court. 

The Tariff Act of 1894 contained provisions imposing an income tax on in- 
dividuals and corporations. In the Pollock case it was held that the tax on the 
income from real estate (and, on rehearing, the tax on the income from personalty 
as well) was a direct tax and, therefore, unconstitutional for lack of apportionment 
among the States according to their population; it was further decided that the 
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tax on the income from State and municipal bonds was ‘‘a tax on the power of the 
States and their instrumentalities to borrow money, and consequently repugnant 
to the Constitution.”” Throughout the Court’s opinion there was a failure to 
distinguish between an income tax and a tax on the source of the income. An 
jncome tax in its application to income from real estate, for example, was regarded 
as equivalent to a tax on the real estate; since the tax on real estate was a direct 
tax, the income tax, as its equivalent, was also regarded as a direct tax. The 
decision that it was unconstitutional to apply the income tax to interest from 
municipal bonds showed a combination of influences—the view that if the States 
could not be taxed, then the income from securities issued by them, or issued by 
their municipalities, also could not be taxed; the view that a tax on the income 
would have an influence on the borrowing contract, and, however inconsiderable, 
would be a burden on the operations of the States; and the view that income must 
be identified with its source. 

Although the 1804 statute imposed a general income tax, the court nevertheless 
treated it as a tax on each segment of the taxpayer's income, rather than as a 
personal tax determined by a number of factors—the inclusion of income from 
various sources and the allowance of deductions and exemptions. More than 
that, the court considered that a tax on each segment was equivalent to a tax 
on the source from which the income was derived. In later decisions, however, 
the Supreme Court has rejected the reasoning or basis of the Pollock decision. 
Those decisions clearly establish that a general income tax is not a tax on the 
source of the income, and that the application of the Federal income tax to income 
from contracts with a State or its political subdivisions is not an unconstitutional 
burden on the State or its political subdivisions. 

Although a State may not tax the conduct of interstate commerce, the Supreme 
Court has approved the application of a general net income tax to income derived 
from the conduct of interstate commerce (United Slates Glue Co. v. Oak Creek 
(1918), 247 U.S. 321). An express provision of the Constitution prohibits Con- 
gress from imposing a tax on exports, but the Court has held that it is constitu- 
tional to inelude in gross income, for Federal income taxation, income realized in 
the business of exporting (Peck & Co. v. Lowe (1918), 247 U.S. 165). Although a 
State may not tax lands lying in another State, it was held in New York ex rel. 
Cohn v. Graves ((1937), 300 U.S. 308) that in imposing its income tax upon its 
residents the State of New York could require the inclusion in gross income of rents 
derived from real estate located outside the State. The decision in [ale v. State 
Board ((1937) 302 U.S. 95) demonstrates that the Court no longer subscribes to 
the view that an income tax is a tax on the source of the income; in this case, inter- 
est on bonds of a State. The question at issue was whether interest on bonds of the 
State of Iowa or its political subdivisions could be included in the assessment of a 
tax on the net income of the owners in view of the State’s statutes, in force at the 
time the bonds were issued, which provided that the bonds should be exempt from 
taxation. The Supreme Court affirmed the Lowa court’s decision that a net 
income tax was without the scope of the exemption. Mr. Justice Cardozo ex- 
plained the nature of the income tax as follows: 

“* * * the tax complained of by appellants is not laid upon the obligation 
to pay the principal or interest created by the bonds, at all events within the 
meaning of the contract of exemption. The tax is laid upon the net results of 
a bundle or aggregate of occupations and investments. Under a statute so con- 
ceived and framed a man may own a quantity of State and county bonds and pay 
no tax whatever. The returns from his occupations and investments are thrown 
into a pot, and after deducting payments for debts and expenses as well as other 
items, the amount of the net vield is the base on which the tax is assessed.” 

Finally, in Graves v. New York ex rel. O'Keefe (19389) 306 U. S. 466), which 
held that a State could apply its income tax to the salaries of employees of a 
Federal instrumentality, the reasoning of the Pollock case, that a tax on income 
is @ tax on the source of the income, was definitely repudiated: 

“The theory, which once won a qualified approval, that a tax on income is 
legally or economically a tax on its source, is no longer tenable, * * = *” 

The burdens on, and impediments to, the borrowing power of State and local 
governments—which it has been suggested would result from the elimination 
of the exemption—are all traceable to an assumed increase in the cost of borrow- 
ing. Even though it may be true that Federal taxation of interest on State and 
municipal bonds will result in higher interest rates, the Supreme Court has now 
made it clear that a general tax may validly be applied to persons having contrac- 
tual relationships with government, even ‘hough the tax might increase costs 
to the government. 
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Thus, the Supreme Court upheld a State gross-receipts tax as applied to the 
receipts on a contract with the United States (James v. Dravo Contracting Co. 
((1937) 302 U. S. 134), and it upheld the application of the Federal income tax 
to an employee of a State agency (/Telvering v. Gerhardt (1938) 304 U. 8. 405), and 
of a State income tax to an employee of a Federal agency (Graves v. New Yor! 
ex rel. O’ Keefe, supra). In each case the Court declared that the possibility that 
the economic burden of the tax might be shifted to the contracting governmen: 
did not render the tax unconstitutional. If it might be contended that, in each 
of those cases, the increase in costs was conjectural, that contention is now set 
at rest by the case of Alabama v. King and Boozer ((1941) 314 U. 8. 1). In 
holding that State sales taxes might constitutionally be applied to sales of materials 
to a contractor whose contract with the United States required that Government 
to reimburse the contractor for the cost of materials, including taxes, the Ceurt 
made it clear that the increase in cost caused by the tax did not invalidate it 
Although the full economic burden of the tax would fall on the United States. 
the Court declared: 

“So far as such a nondiscriminatory State tax upon the contractor enters into 
the cost of materials to the Government, that is but a normal incident of the 
organization within the same territory of two independent taxing sovereignties 
The asserted right of the one to be free of taxation by the other does not spe|| 
immunity from paying the added costs, attributable to the taxation of those who 
furnish supplies to the Government and who have been granted no tax immunity. 
So far as a different view has prevailed, see Panhandle Oil Co. v. Knox (277 U. 3. 
218); Graves v. Texas Co. (293 U. 8. 393), we think it is no longer tenable.”’ 

The trend of recent decisions in the Supreme Court is an important indication 
that this immunity of private persons from Federal income taxation no longer has 
vitality as a principle of constitutional law. In recent years, beginning in 1937, 
the Court has substantially revised the immunity doctrine, and has overruled a 
number of decisions which had conferred unwarranted immunity upon persons 
because of their relationships with government. In December 1937 James y. 
Dravo Contracting Co., supra, was decided, and a contractor was held subject to 
a State tax on gross receipts although the gross receipts were derived from a con- 
struction contract with the United States. In March 1938, Helvering v. Mountain 
Producers Corporation (303 U. 8. 376), expressly overruled Burnet v. Coronado 
Oil & Gas Co. ((1932) 285 U. 8S. 395), and Gillespie v. Oklahoma ((1922) 257 
U. 8. 501). The Gillespie case had held that a State could not apply its net 
income tax to the income derived by a lessee from leases of restricted Indian 
lands, and the Coronado decision had exempted from Federal income taxation 
the income received by a lessee from lands which were leased from a State. In 
May 1938 the Gerhardt case, supra, removed the immunity from Federal income 
taxation of employees of a bi-State instrumentality. In 1939 the O'Keefe deci- 
sion, supra, wiped out the income-tax immunity of Federal and State officers and 
emplovees, and Collector v. Day ((1870) 11 Wall. 113), was overruled. In Novem- 
ber 1941 the King and Boozer decision, supra, upheld a State sales tax although 
the full eeonomie burden would fall upon the Federal Government, and the 
contrary view exemplified by Panhandle Oil Co. v. Knox ((1928) 277 U.S. 218 
was repudiated. In January 1946, the Supreme Court decided in State of New 
York v. United States (326 U. S. 572) that the State of New. York was not im- 
mune under the Constitution from the Federal tax imposed on the sale of mineral! 
waters. In 1949 Wilmette Park District v. Campbell (338 U. S. 411) held that 
the imposition of the Federal admissions tax on admissions to a bathing beach 
operated by a local park district of Illinois was constitutional and that there was 
no constitutional objection to the tax penalties assessed against such district for 
noncollection of such tax. 

In addition to these recent decisions, which have gone far toward removing the 
obstructions which unwarranted constitutional interpretation had placed in the 
wav of equitable taxation, there are still other cases which demonstrate that the 
principle of the Pollock decision rested on weak foundations. The Corporation 
Excise Tax Act of 1909 imposed a tax on the privilege of doing business in the 
corporate form. The tax was 1 percent of the corporation’s net income ‘from al! 
sources.”’ In Flint v. Stone Tracy Co. ((1911) 220 U.S. 107), it was held that the 
tax was not invalid because it included in its measure income from State and 
municipal bonds. This approval of a tax measured by income, including income 
from municipal bonds, as opposed to a tax on income, shows the unsubstantia! 
basis of the principle stated in the Pollock case. In practical terms, the taxes are 
identical. If the Pollock case expressed a principle which was fundamental, 
it is not to be thought that a tax on income, including that from State bonds, 
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would be sustained because Congress showed constitutional sophistication 
sufficient to declare the income to be the measure, rather than the subject, of the 
tax. 

It seems plain that if Government bonds could be passed on at the death of the 
owner free from inheritance or estate taxation this exemption would make the 
bonds more attractive to purchasers. Nevertheless, the Court has declined to 
give this exempt quality to such bonds. In Plummer v. Coler ((1900) 178 U. 8. 
115), it was held that the New York inheritance tax could be imposed upon a 
bequest of United States securities, and in Greiner v. Lewellyn ((1922) 285 U. 5. 
384), the Court upheld the Federal estate tax as applied to an estate including 
municipal bonds. Moreover, a bequest to the United States or to a State may be 
subjected to an inheritance tax by the other, notwithstanding the effect of the 
tax to reduce the bequest. United Sta'es v. Perkins ((1896) 163 U.S. 625) sus- 
tained the power of a State to tax a bequest to the United States, and in Snyder v. 
Bettman ((1903) 190 U.S. 249), the Federal power to tax a bequest to a municipal 
corporation was upheld. Wileuts v. Bunn ((1931) 282 U. 8. 216) held that the 
Federal income tax could be applied to the profit made on resale of municipal 
bonds, 

Although immunity from the tax laws of other States would give State bonds 
an added attraction in the market, it has long been established that the States 
may apply their tax laws to the obligations of other States. “It is true,” said 
Chief Justice Waite, “if a State could protect its securities from taxation else- 
where, it might succeed in borrowing money at reduced interest; but inasmuch as it 
cannot secure such exemption outside its own jurisdiction, it is compelled to go 
into the market as a borrower, subject to the same disability in this particular as 
individuals’’ Bonaparte v. Tax Court ((1881) 102 U. 8. 592, 595). 

The power to tax is no less essential than the power to borrow money, and in 
preserving the laiter the former must not be crippled by too great extension of 
constitutional exemptions. Willcuts v. Bunn, at 225; Dravo case, at 150; Moun- 
tain Producers case, at 384-385. This attitude of reexamination of implied 
immunities, in order to free the taxing power from unwarranted obstructions, is 
evidenced throughout the recent decisions of the Supreme Court. These decisions 
demonstrate that the Constitution does not require the exemption of persons who 
derive their income from dealings with Government. 


DePARTMENT OF JUSTICE, 
Washington, April 14, 1942. 
Hon. Ranvnoteuw EF. Pacu, 
Tana Advi ser lo the NSecrelar 7 of the Treasury, 
Washington, D.C. 

Dear Mr. Pau: On June 24, 1988, Hon. James W. Morris, Assistant Attorney 
General in charge of the Tax Division of the Department of Justice, transmitted 
to Llon. Herman Oliphant, general counsel of the Treasury Department, a compre- 
hensive study of the constitutional aspects of the taxation of Government bond- 
holders and emplovees. Copies of this study were also made available to the 
appropriate congressional comunittees, 

You have requested our opinion on the constitutionality of the proposal by 
your Department to subject to Federal income tax the interest received hereafter 
on outstanding and future issues of State and municipal bonds, with special 
emphasis on legal developments subsequent to the publication of our study. We 
are pleased to comply with vour request and submit the following views. 

In our earlier study, we expressed the following conclusion: 

“It is believed that there can no longer be found in the decisions of the Supreme 
Court any rule of continuing authority which would raise & constitutional prohibi- 
tion against applying the Federal income tax to State bondholders, officers, and 
emplovees.” 

You are no doubt aware that since that time the decisions of the Supreme 
Court on the question of constitutional tax immunity have all served to reinforce 
and confirm that conclusion. The trend toward a limitation of such immunity, 
which had developed when we published our study in 1938, has continued without 
interruption to the present date. 

We are, of course, no longer concerned with the power of the Federal Govern- 
ment to tax the income of State officers and emplovees. The decision of the 
Supreme Court in Graves v. N. Y. ex rel. O’ Keefe (3806 U. 8. 466), and the enact- 
ment of the Public Salary Tax Act of 1939, have removed that problem from the 
field of controversy. Taxation by both State and Federal Governments of the 
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salaries of public employees is now an accepted incident of our fiscal system. 
The only remaining question is whether the income received from State and 
municipal obligations may be subjected to Federal taxation. In our view, the 
answer is as clear and certain as the solution of any legal problem can ever be prior 
to a final determination of the precise issue by the Supreme Court. It is our 
considered opinion that the Congress does have the power to tax such income. 

It is of course true that the Supreme Court concluded in Pollock v. Farmers’ 
Loan & Trust Co. (157 U. 8. 429, 158 U.S. 601) that a Federal tax could not 
validly be imposed upon income derived from municipal obligations. That 
decision was based upon the theory that a tax on income was a tax upon the source 
from which the income was derived. Thus, a tax on the income from municipal! 
bonds was the equivalent of a tax upon the bonds themselves, and therefore an 
unconstitutional burden upon the power to borrow. However, this reasoning has 
been completely discredited in later opinions of the Supreme Court. With the 
destruction of the premise of the Pollock case, its conclusion must also fall. 

“The theory, which once won a qualified approval, that a tax on income is 
legally or economically a tax on its source, is no longer tenable * *  *,”" said 
the Supreme Court in March 1039, in Graves v. N.Y. ex rel. O' Keefe (306 U.S. 480), 
Less than a vear earlier in Helvering v. Gerhardt (804 U.S. 405), the Court had 
sustained a Federal tax upon the salaries received by employees of the Port of 
New York Authority. The claimed immunity, if allowed, would in the Court's 
opinion (p. 424) have imposed ‘to an inadmissible extent a restriction upon the 
taxing power which the Constitution has granted to the Federal Government.” 
The imposition of a State tax upon the salary of a Federal employee was similarly 
held in the O’ Keefe case not to place an unconstitutional burden upon the employ- 
ing sovereign. Collector v. Day (11 Wall. 113), another landmark decision like the 
Pollock case, was thus overruled. The express denial in the O’ Keefe case that a 
tax on income was the equivalent of a tax upon the source represented no new 
thought but was rather a reiteration of a principle which had been applied in the 
Court’s prior decision in New York er rel. Cohn v. Graves (300 U.S. 308), and in 
Hale v. State Board (302 U. 8. 95). There, too, it had been recognized that 
“income is not necessarily clothed with the tax immunity enjoved by its source.” 

The opponents of the pending proposal urge that it would produce an uncon- 
stitutional “interference”? with State governments. Translated into practical 
terms, the interference complained of is merely the increased cost of future public 
borrowing which might be oceasioned by the tax. It is significant that this 
increased cost involves no discriminatory burden. Rather, it represents the 
effect of placing income from private and public sources upon the same plane of 
equality. The absence of anv element of discrimination would be helpful in 
sustaining the constitutionality of the proposed tax. 

Until the Supreme Court handed down its decision in Alabama v. King & 
Boozer on November 10, 1941 (314 U.S. 1), there was room for the view that, 
despite the decisions affeeting public employees, a constitutional immunity from 
taxation might possibly be accorded to Government bondholders. Mr. Justice 
Stone had stated in the O’ Keefe opinion (p. 486), that there was no basis “for the 
assumption that anv * * *~ tangible or certain economic burden is imposed 
on the Government concerned as would justifv” a decision that the tax upon the 
the emplovee’s salary was invalid. On the other hand, it is no doubt true that the 
issuing Government would bear a part of the economie burden of an income tax 
imposed upon the bondholder. Nevertheless, this Depertment did not attach to 
the statement of Mr. Justice Stone the significance urged for it by those who have 
opposed the legislation now suggested. The recent decision in Alabama v. King 
& Boozer confirms our view. It is now clearly established that the validity of a 
tax upon bond interest will not be affected by the increased likelihood that the 
economie burden will in some measure be passed on to the Government. 

The qnestion in the Alabama case was whether an Alabama sales tax, which was 
to be collected from the buyer, was unconstitutional in its application to purchases 
made by a contractor engaged by the United States under a cost -plus-a-fixed-fee 
contract. It was quite clear, of course, that the entire burden of the tax would be 


borne by the Government. In facet, the Government had agreed with the con- 
treetor that State taxes, if valid, would constitute part of the cost of the project 
and would be assumed and borne by the Government. Hence there was no un- 


certainty as to the economie effect of the tax as in the earlier case of James v. 
Dravo Contracting Co. (302 U.S. 134), which involved a lump sum contract. The 
Supreme Court nevertheless sustained the State exaction. In the course of its 
opinion the Court made the following observation (pp. 8-9): 
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So far as such a nondiscriminatory State tax upon the contractor enters into 
the cost of the materials to the Government, that is but a normal incident of the 
organization within the same territory of two independent taxing sovereignties. 
The asserted right of the one to be free of taxation by the other does not spell im- 
munity from paying the added costs, attritutable to the taxation of those who 
furnish supplies to the Government and who have been granted no tax immunity.”’ 

Thus, the Supreme Court finally laid to rest the theory that an economic burden 
in terms of increased governmental costs invalidates a tax. The earlier opinions 
in Panhandle Oi! Co. v. Knox (277 U.S. 218) and Graves v. Texas Co. (298 U.S. 393) 
were held untenable so far as they supported the contrary conclusion. 

A decision which supports State taxation of Federal cost-plus-a-fixed-fee con- 
tractors would operate at least eually to sustain a Federal tax imposed upon State 
bondholders. Soth relationships rest upon contract; one involves the furnishing 
of supplies and services, the other money. The tax in each instance would increase 
the cost of governmental operations: in the case of the State tax on the Federal 
contractor, to the full extent of the tax exacted; in the case of the State bondhold- 
ers, to some extent which is diflicult of precise ascertainment. Paraphrasing the 
language of the Supreme Court in the Alabama case, we may therefore conclude 
that so far as a nondiscriminatory Federal income tax upon a holder of a State 
obligation enters into the cost of borrowing, that is but a normal incident of the 
organization within the same territory of two independent taxing soveriegns. 

What has been said thus far as to the power of the Federal Government to 
impose a tax upon income received from State obligations applies with equal force 
to all interest hereafter received whether upon future issues or upon outstanding 
obligations. No constitutional question as to the validity of a retroactive tax is 
involved. See United States v. Hudson, 299 U.S. 498, and cases cited therein.) 
The proposed tax reaches only future income, and is therefore entirely prospective 
n operation. [t possesses the same constitutional validity as the income tax im- 
posed by the Public Salary Tax Act of 1939, upon the income received after 1938 
by all Federal judges, irrespective of the date of their appointment to office. 

The assumption which was formerly prevalent that interest received upon 
State securities Was immune from Federal taxation is analogous to the assumption 
of many vears standing that under Evans v. Gore (253 U.S. 245) an income tax 
upon the salaries of Federal judges would be unconstitutional as a diminution of 
their compensation. The salaries of some Federal judges were made subject to 
the income tax laws by the Revenue Act of 1932, which required that all compen- 
sation received by judges taking office after June 6, 1932, the effective date of the 
act, be included in gross income. Judges who had taken office prior to June 6, 
1932, were thus given a statutory tax immunity. In the case of the bondholder, 
express statutory exemption was included in the act of October 3, 1913, and this 
provision was repeated in later acts. With the realization that tax immunity of 
judges who had taken office prior to June 6, 1932, was not a constitutional require- 
ment, the Congress, by the Public Salary Tax Act of 1939, took the final step to 
remove it. The present proposal to tax future income of all State securities is 
therefore consistent with the procedure and objective of the Public Salary Tax 
Act of 1939. A further illustration of the application of the income tax laws to 
future income arising out of transactions which were closed before the particular 
taxing provision was adopted may be found in Rurnet v. Wells (289 U.S. 670). 
The grantor of an irrevocable trust was there held constitutionally taxable upon 
the trust income although the trust had been created before the enactment of the 
statute imposing the tax. 

There is no constitutional basis for contending that income hereafter received 
upon outstanding State bonds must be free from Federal taxation because the 
obligations were issued and purchased on that implied or expressed understanding. 
The Federal Government was not a party to such contracts and the power of the 
Congress to enact a revenue measure is not fettered by any agreement between 
individuals or between an individual and a State. There are many illustrations 
of this proposition. Thus, in Lourseille & Nashville R. Ro v. Mottley (219 U.S. 
167), an act of Congress which prohibited the enforcement of certain contracts 
for transportation was upheld, although applied to a preexisting contract. In 
New York v. United States (257 U.S. 591), an order of the Interstate Commerce 
Commission which increased an intrastate railroad rate was upheld even though 
the State charter had provided that a lesser rate should be charged by the company’ 
(See also Norman v. BB. & O. R. Co., 294 U.S. 240.) 

It accordingly appears that no objection on constitutional grounds can be 
successfully raised against the proposal to tax the income hereafter received upon 
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outstanding State obligations. Indeed, the assistant secretary of the Conference 
on State Defense has admitted that if Federal taxation of income arising out of 
future issues of State bonds is constitutional, “there remains no constitutional! 
bar to Federal taxation of the income received from the bonds now outstanding’ 
(Tax Immunity and the “Revenue Bond,” by Daniel B. Goldberg, a printed 
memorandum distributed by the Conference on State Defense, March 1940). 

The Department’s study of 1938, referred to above, reached a second and alter- 
native conclusion that irrespective of the weakened vitality of the Pollock case 
and Collector v. Day, there is sound basis for a construction of the sixteenth 
amendment which would remove the immunity of the State bondholder and officer 
We therefore examined at length the history of the ratification of the amendment 
and presented as exhibits the evidence which would support that conclusion. 
Accordingly, we refrain from entering into that phase of the problem in detail. 
One brief observation, however, seems appropriate. 

At the hearings last month before the Committee on Ways and Means of the 
House of Representatives, reference was made to the fears expressed in 1910 by 
then Governor Hughes of New York that the proposed sixteenth amendment would 
authorize the taxation of interest received from State and municipal obligations. 
Reference was also made to the subsequent assurances of Senator Root and Sen- 
ator Borah leading to the conclusion that the amendment was adopted by the 
legislatures of all the States with the views of the latter twoin mind. The state- 
ments of Governor Hughes and of Senators Root and Borah, and of many others, 
were gathered and commented upon in our study. It is significant that a large 
number of public officials (some agreeing and others disagreeing with the con- 
struction placed upon the amendment by Governor Hughes) urged that if the 
Hughes’ construction was correct, it furnished an additional ground for the 
adoption of the amendment. Among these was Frederick M. Davenport, to 
whom Senator Root’s letter had been addressed, and Senator Brown of Nebraska, 
who was the father of the joint resolution submitting the amendment to the 
States. It is also significant that the New York Legislature rejected the amend- 
ment in 1910 after the message of Governor Hughes, but ratified it subsequently 
under the administration of Gov. John A. Dix who vigorously championed the 
broadest interpretation of the amendment. 

The foregoing and an abundance of similar evidence permitted the conclusion 
to be reached in our study that the preponderant understanding of the States 
at the time of the ratification of the sixteenth amendment was that its adoption 
would in all probability carry with it the power to tax the income from State 
and municipal bonds. 

We should like to reiterate, however, that the constitutionality of the proposed 
legislation does not depend exclusively upon the acceptance of our construction 
of the sixteenth amendment; namely, that the words ‘from whatever source 
derived” mean exactly what they say and as so interpreted clearly embrace in- 
come from government securities. With full confidence, the validity of our 
conclusion may rest upon the basic proposition previously discussed that no 
implied constitutional immunity from Federal taxation attaches to interest re- 
ceived from State and municipal obligations. 

Very truly yours. 
Samuert O. Crark, Jr, 
Assistant Altorney General. 


Mr. Manrrin. I have been following your estimate of revenue from 
the various sources. Some of them I do not have clearly in my mind, 
as to just how much revenue is involved. I will ask for a few of these, 
and if you do not have them you can put an estimate in the hearings. 

Secretary SnyprEr. Yes, sir. 

Mr. Martin. The removal of the split-income provision in the 
personal income tax. 

Secretary Snyppr. We will furnish that. 

(The information is as follows:) 

It is estimated that the removal of the split-income provision introduced by 
the Revenue Act of 1948 would result in an increase in individual income tax 
liabilities of $1,000,000,000. This, however, would involve retention of the 
pre-1948 inequalities between community- and non-community-property States. 
If the removal of income splitting were accompanied by the removal of this 
inequality by halving the surtax brackets for all married couples, income tax 








a 
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liabilities would be increased by a total of 2% billion dollars as compared with 
present law. 

Mr. Martin. The change you recommend in capital gains, chang- 
ing so that the effective rate is 3714 percent. 

Secretary Snyper. And extending it to 1 year? 

Mr. Martin. Yes. 

Secretary Snyper. The combination of that? 

Mr. Martin. Yes. 

Secretarv Snyper. That is $440,000,000. 

Mr. Martin. The lengthening of the time from 6 months to a year 
on the long-term capital gains. 

Secretary Snyper. That is included in the $440,000,000. 

Mr. Martin. The taxation of life-imsurance companies, as you 
recommend, 

Secretary Snyper. About $75,000,000. 

Mr. Martin. The requirement that the sale of business property 
be classified as business income and not as a capital gain. 

Secretary Snyper. We will have to get that for you. We do not 
have that figure vet, sir. 

(The information is as follows:) 

It is estimated that if the sale of business property is classified as business 
income, there would be an increase in corporation and individual income tax 
liabilities of $70,000,000. 

Mr. Martin. The estate and gift tax recommendations in the 
second paragraph on page 16. You have four points there. 

Secretary Snyper. Well, last year’s proposals, that we had under 
study, suggested a figure of around $400,000,000. The revenue 
increase under present conditions would be somewhat higher. 

Mr. Martin. Regarding the exemption extended to farm co-ops, 
section 101, subsection 12 of the Internal Revenue Code, there is an 
exemption provided there as follows: 

Nor shall exemption be denied any such association because there is accumu- 
lated and maintained by it a reserve required by State law or a reasonable reserve 
for any necessary purpose. 

Is it your recommendation that that provision be stricken from the 
law? 

Secretary Snyper. No; that was not contemplated. 

Mr. Martin. Is it your recommendation that some modification 
or qualification be incorporated in the law at that point? 

Secretary Snyper. May Task Mr. Lynch to answer these questions, 
please? 

Mr. Lynen. Yes; the proposal would limit to the smaller coopera- 
tives the statutory right, to which you refer, to retain earnings which 
are at preset tax exempt. 

Mr. Martin. You are not asking Congress to change that par- 
ticular provision? 

Mr. Lynen. Only to limit the provision to the smaller farm coopera- 
lives. 

\Ir. Martin. A reasonable reserve for necessary purposes. 

Mr. Lyncn. Yes, they would be allowed a reasonable reserve. 

Mr. Martin. As an exception to this general provision? 

Mr. Lyncu. Yes. 

Mr. Martin. You suggest that we retain this exception? 
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Mr. Lynxcen. Yes. Could [ answer it this way. There might still 
be an exemption under section LOL (12) to retain earnings such as 
you have at present. The Congress might want to consider limiting 
that to smaller-sized cooperatives. As to other cooperatives, they 
will be subject to taxation for retained earnings. 

Mr. Martin. So far as you are concerned vou are not urging a 
change in that particular section? 

Mr. Lyxecu. Insofar as it affects the retained earnings, yes, Mr. 
Congressman. The exemption under section 101 (12) would be eut 
down, 

Mr. Martin. Completely? 

Mr. Lynxcu. No; for the smaller farm cooperatives there would be a 
reasonable reserve, such as contingency reserves, and so forth. 

Mr. Martin. Similar to the exception, as to wording, in that 
section of the law now. 

Mr. Lyxcn. Yes. 

Mr. Martin. I would like to have your recommendations inserted 
in the record at this point, exactly as to any modification you recom- 
mend to section 101, subsection 12. 

(The information ts as follows:) 

The principle to be followed in the tax treatment of mutual savings banks, build- 
ing and loan associations, and cooperatives is to tax the earnings of such business 
enterprises which are retained within the organization. The staffs of the Treas- 
ury [partment and the joint committee are at present studying the various 
problems involved in applying this principle to cooperatives. In this connection, 
the more important proposals under examination are 

!. The exelusion from tax for patronage dividends might be limited to dividends 
payable in cash or merchandise within a short period, 

2. To the extent that withholding applies to dividends and interest, patronage 
dividends would also be withheld upon. 

3. The statutory exemption under section 101 (12) might be restricted as 
follows: 

a) The exemption might be limited to farm cooperatives whose members 
are individuals. 

bh) The exemption might be limited to farm cooperatives whose total 
assets do not exceed 875,000, 

Marketing and purchasing for nonmembers might be limited to 15 
percent of total marketing or total purchasing. 

d) Business done with the United States might be disregarded in determi: 
ing the right to the exemption only if the United States receives patronage 
dividends on the same basis as members, 

Mr. Martin. Mr. Secretary, | understand you are estimating a 
deficit for the fiscal vear ending June 30, 1951, of approximately 
$2,000,000 000? 

Secretary Snyper. 2.7 billion dollars. 

Mr. Marrinx. Can you state for the record that that is an exact 
estimate of receipts and expenditures for this present fiscal vear? 

Secretary Snyper. That is the present estimate we are working 
on; ves, sir. 

Mr. Marvin. Can vou show what are the actual receipts and 
expenditures through January $1 for the year starting July 1, 1950, 
and ending June 30, 1951? 

Secretary Snyper. Mr. Mayo will furnish those figures, please. 

Mr. Martin. That is through January 31. 

Mr. Mayo. Through February | the expenditures of the Federa! 
Government were $23,087,000,000. That is for the fiscal vear be- 
ginning last July 1. For that same period net budget receipts were 
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$23,130,000,000, giving the Government for the first 7 months and 1 
day of the fiscal vear $43,000,000 of budget surplus. 

Mr. Martin. How does this picture compare with the correspond- 
ing period last vear? 

Mr. Mayo. The corresponding deficit a year ago—we were running 
at a deficit in fiscal vear 1950—was $3.302.000,000. That is on the 
same basis as the $45,000,000 surplus that I just read to vou. 

Mr. Martin. I notice on page 2 of your statement that vou forecast 
a deficit of 16.5 billion dollars for the fiscal vear 1952. This is the 
deficit in the regular budget. | believe that the cash budget for 1952 
shows an estimated deficit of 12.8 billion dollars. Will vou please 
explain which of these deficits vou believe is the one we should attempt 
to cover by additional taxation and explain your reasons for that 
choice? 

Secretary Snyper. Well, | think we ought to cover the conventional 
one, because without any question the noncash items that are in- 
volved are obligations that we are entering into, and we have to have 
the money to pay them at sometime. We ought to start getting those 
funds available to meet those obligations. 

In addition, in our defense procurement program there will be a 
deferred time for calling on the Treasury to pay out cash for the heavier 
items. That liability is incurred by the Defense Department right 
now, and we ought to be building up to meet those expenditures be- 
cause those will be unusual ones. Then if we find that we are going to 
level off we have a good chance to readjust our budget. 

Mr. Martin. That would make a very considerable difference in 
out tax load, if we did that throughout the whole gamut of govern- 
mental obligations. 

Secretary Snyper. | beg vour pardon? 

Mr. Marrix. That would make a very considerable difference 
in our tax load, if we were to so treat all Government obligations, 
would it not? 

Secretary Snyper. Well, you also have your trust funds as the 
main difference between the cash and conventional budgets. It is 
a question of whether vou want to reverse your position about setting 
those up or not, if the Congress does. 

Mr. Martin. 1 notice your proposal adds all of the increase to the 
corporate normal tax. Why have vou chosen to put the entire in- 
crease in the corporate normal tax instead of dividing it between the 
normal and the surtax? Is it not true under your proposal that small 
corporations will find their taxes increased relatively more than large 
corporations? 

Secretary Snyper. Well, we felt that under the circumstances it 
was advisable to put it across the board. 

Mr. Martin. Is the surtax exceptionally difficult to apply? 

Secretary Snyper. No; it is not difficult to apply, but this is the 
simple approach which produces more revenue. It makes it easy to 
consider and easy to apply and broadens the base for general applica- 
uion. 

Mr. Martin. It will have the effect of unloading rather a heavy 
portion on the smaller corporation, will it not? 

Secretary Snyper. Lt will make everyone bear a load, ves. 

Mr. Marvin. I have one more question. 
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A few days ago at the invitation of the President I attended a con- 
ference between President Truman, yourself, and the Ways and 
Means Committee at the White House. Did my attendance at that 
time bind or obligate me in any way to support the views expressed 
by President Truman at that time? 

Secretary Snyper. The President just invited you folks up there to 
talk this over with you, as he did before. We are confronted with a 
grave problem. He felt that the gravity of it was such that it would 
be important to sit down and discuss the matter with you and receive 
from you any views that you might feel you wanted to contribute to 
the meeting. He certainly will not expect you, necessarily, to vote 
the Democratic ticket next year. 

Mr. Martin. I am glad to have that reassurance. 

The CHatrMan. Mr. Holmes? 

Mr. Houtmes. Mr. Secretary, does the Treasury recommend the 
doing away of the split-income provision of the 1948 act? 

Secretary Snyper. It does not. 

Mr. Houimes. Does the Treasury recommend the reestablishment 
of the amendment of 1942 on estate taxes? 

Secretary Snyper. Partially. 

Mr. Hoimes. What portion? 

Secretary Snyper. Well, this last vear we discussed this at great 
length with the committee. We feel that practically the whole field 
ought to be reviewed and reevaluated. There are a number of read- 
justments that ought to be made. 

Mr. Hotmes. Mr. Secretary, I noted that you made a statement 
earlier that you hoped that they would come to where we would 
rearrange some of the inequities of double taxation. On many of the 
suggestions that have been made on loophole provisions, are we not 
extending double taxation? 

Secretary Snyper. Well, I do not know about some of the loop- 
holes, but we certainly recognize that with each additional tax we 
are putting on these various groups and individuals and married 
persons that we are increasing that inequity. There is no question 
about that. We recognize it and frankly believe that is an area that 
ought to be approached as early as possible, for an equitable treat- 
ment to be applied to it. 

Mr. Hotmes. In recommending on the changes in estate and gifts, 
is the Treasury ready to make any recommendation now such as 
perhaps not changing the rate but lowering the amount of gift exemp- 
tion, or lowering the amount of the estate when it does become eligible 
for Federal taxation? 

Secretary Snyper. The Treasury offered a rather comprehensive 
suggestion last vear. We would be glad to take that up again with the 
committee Whenever vou want to discuss it. 

Mr. Hotmes. Due to the fact that you have been submitted to long 
and grueling questioning, Mr. Secretary, and since I do not want to 
extend time further, may I say that I will have some other questions, 
of course, which I will want to ask when we get into the meat of these 
things, to trv to settle some of these problems. As an observation, in 
closing, | notice that the excise taxes that have been suggested are 
basically on the manufacture level and to tax exports would be classi- 
fied mostly as hidden, are they not? 
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Secretary Snyper. I think that generally you say that manufac- 
turers’ taxes could be considered hidden taxes; yes, sir. 

Mr. Hotmes. There have not been any special observations into 
the excise field to know actually whether they are paying this tax? 

Secretary Snyper. The automobile people make it pretty clear as 
to what the tax is to their customers. And I think that is true in 
some of the electrical goods; you will find that they spell it out in 
other areas. 

Mr. Howmes. In the consideration of the excise taxes, you have 
gone into it rather thoroughly? 

Secretary Snyper. There has been a great deal of exploration, and 
we have had any number of outside consultants working on that, and 
it has been given very careful consideration, 

Mr. Hotmes. Thank you very much, Mr. Secretary. There may 
be some of these matters we will go into later. 

The Cuarrman. Are there any further questions? 

Mr. Byrnes. Mr. Chairman. 

The Cuatrman. Yes, Mr. Byrnes. P 

Mr. Byrnes. Mr. Secretary, what is the advantage of having a 
manufacturer’s tax rather than a retail tax in areas such as passenger 
automobiles and in consumer durable goods. These are the areas in 
which you propose an increase? 

Secretary Snyper. It would be a matter of the application of the 
tax. As an administrative matter, it would be difficult to start now, 
to branch into these retail taxes. 

Mr. Byrnes. But we have some excise taxes on retail now? 

Secretary Snyper. Yes. 

Mr. Byrnes. I was wondering whether it would be sound if we 
transferred some of the taxes such as the tax on automobiles from the 
manufacturing level to a retail tax? We have transferred some of the 
manufacturing taxes to a retail tax, and vice versa, | understand? 

Secretary Snyper. | think really the most impelling reason for the 
manufacturer’s tax rather than the retail tax is one of administration. 
It has been the simpler way, most effective way to collect tax at the 
manufacturer's level than it is at the retail level. I think that was 
one of the biggest if not the most impeiling reason for selecting the 
manufacturer rather than the retailer. 

Mr. Byrnes. When you have a manufacturer’s tax do you not 
generally have it marked up at the wholesale and retail level price? 

Secretary Snyper. There might have been some pyramiding, ves, 
but generally speaking there was not much trouble with that, although 
it is open to that eriticism. 

Mr. Byrnes. What is going to be the repercussion of this increase 
in the manufacturer’s excise tax on the price freeze? 

Secretary Snyper. I do not think there will be any. There will 
have to be some adjustment. 

Mr. Byrnes. I mean, that you are going to have to recognize that 
in considering price adjustments? 

Secretary Snyper. They will have to make the adjustments. 

Mr. Byrnes. In making the adjustments, the adjustment will have 
to make up for the pyramiding of the tax. 

Secretary Snyper. Yes, but that will be a simple administrative 
thing to do, 
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Mr. Byrnes. Would the Treasury Department object to making 
these taxes retail taxes rather than a manufacturer’s tax? 

Secretary Snyper. For the reasons that I just mentioned, I think 
it would be something vou would want to look into very carefully, 
because it would involve a tremendous administrative problem, and 
we do not want now to start taking on a lot of other liabilities. 

Mr. Byrnes. Would the Treasury Department object to taking 
any of the present retail taxes and transferring them over to the 
manufacturer's level? 

Secretary Snyper. That was very carefully gone into. The com- 
mittee has a tremendous amount of information on that. It decided 
that in these four areas it was better to impose the taxes at the retail 
level. 

Mr. Byrnes. You made some reference in vour testimony to the 
fact that the committee should go into the problem created by splitting 
income. Do vou anticipate that there will be any amount of revenue 
picked up in any attempt that the committee might make in that area? 

Secretary Snyper. There might be some adjustments, and there 
might be some revenue, and there might be a loss of some revenue. 

Mr. Byrnes. Any revenue that was picked up 

Secretary SNYDER (interposing). From adjustment in the income 
tax. 

Mr. Byrnes. As you have gone through and listed some of the 
possible areas which the committee should look into in its so-called 
second bite, | think I have accurately listed your estimate of the 
possible vields in the various areas, and I come up with a total of 
1.5 billion dollars additional revenue. | refer to such things as with- 
holding of dividends and interest, depletion, cooperatives, building 
and loan, mutual savings, life insurance, estate and gift ta. 

What other areas are left to pick up the 4.5 billion dollars in order 
to make up the additional $6,000,000,000 you contemplate the com- 
mittee will be called upon to raise? 

Secretary Snyper. There are several areas that we offer, plus the 
additional ones that we might develop during the course of the study. 
As the gentleman before you said, it would be a fine thing if we had a 
blueprint for this whole picture. 1 completely agreed with him that 
it would, and we have tried to work out some kind of blueprint and 
will continue to work with you as we go along. 

Mr. Byrnes. I might suggest, from the discussion so far, that it is 
going to be difficult to pick up even the 1.5 billion dollars. 

Secretary Snyper. Of course, it is going to be difficult; it is going 
to be a difficult task. 

Mr. Byrnes. In fact it has been my belief that we were pretty near 
the bottom of the barrel, and the thing that worries me now is if we 
are not going to have a lot of splinters in our fingers scraping the bot- 
tom of that barrel. What is going to happen when we try to find 
$6 000,000,000 more? 

We have spent most of the day discussing these areas outside the 
$10,000,000,000. The items that we have now referred to will enable 
us to come up with a potential of about 1.5 billion dollars, and I was 
wondering if you have a list that we could discuss with respect to the 
other 4.5 billion dollars that apparently may be necessary to raise? 
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Secretary Snyper. We might have to go into further excise taxes; 
we may have to review, as I said in my testimony, the excess-profits 
tax area after we see it in operation. We have got a number of ad- 
justments that might have to be made in the individual income-tax 
area. 

There is quite a field left open for consideration during the further 
developments, as we come to the final phase of the program. 

Mr. Byrnes. Based on our present economic situation, do you 
have any limitation in mind as to the amount of tax that can be borne 
by individuals and income taxes? 

‘Secretary Snyper. | have made no estimate of that; it all depends 
upon the problem we are up against, 

Mr. Byanes. Is your answer the same with reference to corpora- 
tion income taxes? 

Secretary Snyper. Yes, of necessity; it would have to be. 

Mr. Byrnes. Referring to vour tables, Mr. Secretary, | wonder if 
you could furnish me with comparable tables with a little different 
information on them, and I refer particularly to tables 7,8, 10, 11, and 
12. In addition to showing the present tax rate or amount, would 
you show a column of the rates in existence, or the amount of tax 
liability under those rates as they existed prior to the Revenue Act of 
1950? 

That would retate both to individual and to corporations: In view 
of the fact that we have increased the tax liability on corporations so 
very recently by the last revenue act, and the tax liability on individ- 
uals by removal of the percentage reduction, I think it would be of 
considerable interest to see the relationship of the tax status of the 
individual as it was just prior to the Korean operation and what it 
will be, for instance, when your proposals are put into effect, coupled 
with the Revenue Act of 1950? 

Secretary Snyper. That information will be supplied. 

Mr. Byrnes. That is all, Mr. Chairman. 

(The information requested follows: ) 

The data requested for table 7 are shown in table 6 of the Secretary's 
statement under heading “Effective rates: 1946-49," opposite set 
incomes of $100,000, $1,000,000, and $10,000,000. The following 
table shows the information requested for table 8 of the Secretary's 
statement:) 
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Estimated distribution of taxable corporations, net income, and tax liabilities und: 
pre-1950 Act rates and proposed rates, for calendar year 1951 











[Money amounts in millions of dollars] 
| Income and excess-profits tax | 
Number of | Taxable ssenmnane : 
Taxable net income class | corpora- net i a eerrariins ' 
i | yi 
tions | income Pre-1950 | Proposed | iin 
| | Act rates ? rates? | 
Up to $25,000 — | 281, 200 $1, 953 $432 S44 $212 
$25,000 to $50,000 a 49, 400 1, 604 | 527 | 6a7 | 17 
$50,000 to $100,000 27 1, 959 | 745 | 1, 028 aS 
$100,000 and over 41,¢ 35, 154 13, 358 21,883 | 8 
Total cnaadncss : . 400, 000 | 10, 760 | 15, 062 24, 253 , 
Percent distribution 
Up to $25,000 70.3 4.8 | 29 | 2.7 2 
$25,000 to $50,000 E ‘ 12.4 4.2 3.5 2.9 Ls 
$50,000 to $100,000 4.9 is 14 4.2 
$100,000 and over 04 aH. 2 SS. 7 w.2 WS 
Total 100.0 | 100.0 100.0 100.0 1K 


' Excludes capital gains subject to alternative tax, amounting to $800,000,000, 

? Excludes $200,000,000 of alternative tax on capital gains under present law. 

* Does not take account of the decrease in the field of the individual income tax resulting from decreas 
dividend payments in the short run because of the increase in corporation taxes. 


1 


Nore.—Figures are rounded and will not necessarily add to totals. 


February 7, 1951: Treasury Department. 


(The following table shows the information requested for table 10 
of the Secretary's statement :) 





Individual income-tar rate schedules under the Revenue Acts of 1944, 1948, 1950, 
and proposed rates 
[Percent] 
1944 Act 19%) Act 2 Pr 
Surtax net income (highest war-| 1948 Act! (present se gla 
time rates rates rates 
Up to $2,000 pss » 
$2,000 to 34,000 25 22 
$4,000 to 36,000 Pell 2 
$6,000 to S800 33 uw 
$8000) to S1O.000 7 7 | . 
$10,000 to $12,000 4! 3s 
$12,000 to 314.000 wt 1} 
$14,000 to $16,000 w 17 
$16,000 to STS,000 5S “ i 
$18,000 to $20,000 iu i 
$20,000 to $22,000 Ay wi) 
$22,000 to $26,000 “2 yu 
$26,000 to 832.000 5 ed 
$32,000 to S388.000 His cr) 
$58,000 to 344,000 72 ou 
$44,000 to $50,000 75 72 
$50,000 to $60,000 78 75 
$60,000 to $70,000 SI 7s ‘ 
$70,000 to $80,000. st 1 ‘ 
$80,000 to $90,000 87 M4 Ss 
£00,000 to $100,000 : wo S7 
$100,000 to $136,719.10 : \ Q? f | xO 
$156,719.10 to $150,000 j am j 
$150,000 to $200,000 uy wo 
$200,000 and over ue v1 


! After reductions from tentative tax. 
? Revenue Act of 1950 rates, applicable to 1951 incomes. 
Subject to the following maximum rate limitations: Revenue Act of 1944 and proposed rates, 90 percent 


Revenue Act of 1948, 77 percent; Revenue Act of 1950, 87 percent. 
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(The following table shows the information requested for table 11 
of the Secretary’s statement:) 


Comparison of individual income tax lialilities under 1948 Act, present law,’ and 
proposed rates 
SINGLE PERSON—NO DEPENDENTS 








| Amounts of tax Effective rates 
Net income before exemption ' 
vas Present *roposed . Present Proposed 
1948 act law rates 1948 act law omen 
: | } Percent Percent Percent 
$500 $33 | $40 S48 4.2 5.0 “0 
$) 000 (ra) SO 96 6.6 s 0 06 
$1,500 149 180 216 10.0 12.0 M4 
$2,000 | 232 my) 336 11.6 14.0 16.8 
$3,000 | 409 485 5s 13.6 16.3 19.5 
$5,000 Sil Wa 1, 120 16.2 Is. 9 224 
gun ' 1, 546 1,780 2,076 19.3 22.3 wo 
$10,000 2, 124 2, 436 2,812 21.2 24.4 21 
$15,000 3, 804 4,448 5, 024 26.0 20.7 a. 5 
$20,000 6, O89 6, M2 7,718 30.4 34.7 38.6 
$25,000 &, 600 9, 796 10, 772 34.4 39.2 43.1 
$50,000 23, 201 26, SSS 2s, 364 46.4 52.8 M.7 
$100,000 58, 762 66, 798 70, 774 Sas 6.8 708 
$500,000 2 385, 000 420,274 444, 250 277.0 85.9 84.9 
$1,000,000 2770, 000 2 870, 000 #900, 000 277.0 287.0 ‘oo0 
MARRIED PERSON—NO DEPENDENTS 
Percent Percent Percent 
£1,500 $50 0 $72 13 10 418 
e000 133 1m) 1W2 6.6 sO u6 
$000 wu soo 432 10.0 12.0 14.4 
$5,000 “tl 7m) 912 12.6 15.2 18.2 
SS,000 1, 206 1,416 1, OSS 15.1 7.7 21.1 
$10,000 1, 621 1, SSS 2, 240 16.2 Is. 22.4 
$15,000 2, $29 3, 20) 3,812 Is. 9 21.7 25.4 
$20,000 1, 247 5, 624 21.2 4.4 2s. 1 
€25,000 5. 877 7.676 ZS Yu 30.7 
$50,000 17, 201 21, 544 34.4 39. 2 43.1 
$100,000 #6, 405 ), 728 4 42.8 M7 
2500004 359, H02 5 423, 500 71.9 80). 7 84.7 
$) 000,000 2770, 000 SOs, 48 SUS, 500 277.0 A5.Y au u 
MARRIED PERSON—TWO DEPENDENTS 
Amounts of tax | Effective rates 
Net income before exemptions 
, . Present Proposed ae Present Proposed 
IOS a law r ~ 1948 act law ao coe 
Percent Percent Percent 
$3,000 $100 Sida 3.3 4.0 4.5 
eK 432 624 8.6 10.4 2.5 
$8,000) e v4 1,376 12.2 14.4 17.2 
$10,000 1, 361 1, 806 13.6 15.9 19.0 
$15,00K 2,512 3,404 16.7 19.3 22.7 
$20,000 3, SSS 5, 168 19.4 22.3 25.8 
$25.00 3 5, 476 7,172 | 21.9 | 25.1 | 28.7 
$0,000 E 16, 578 20, 788 | 33.2 37.8 | 41.6 
$100,000 Cs 45, 643 55,816 | 45.6 | 451.9 | 55.8 
$500,000 : ‘ 358, 677 422, 360 | 71.7 80.5 84.5 
‘ 


$1,000,000. . : = 769, 314 857, 456 897, 360 | 76.9 85.7 SY. 
é ul 
Treasury Department, Tax Advisory Staff of the Secretary, Feb. 6, 1951. 
NoTe.—Assumes all income is owned by one spouseg 


‘ Revenue Act of 1950, rates applicable to 1951 incomes. 

* Taking into account maximum effective rate limitation of 77 percent. 
aking into account maximum effective rate limitation of 87 percent. 

* Taking into account maximum effective rate limitation of 90 percent. 
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(The following table shows the information requested for table {2 
of the Secretary’s statement :) 


Estimated distribution, by adjusted gross income classes, of total individual ines 
tar Liability, under present law, under the pre-1950 law, and under the propo 
rates,’ for calendar year 1951 





\ yf ‘ cre 
, uM tax Increase ~ 
Adjusted gross income class ? ; over li ge " law ove 
Present law, Pre-1950 | Proposal ! present 080 4 pre-I 
law law maces law 
Million Million \fillion Million Million Milli 
dollars dollars dollars dollars dollars dollar 
Under $1,000 19.7 41.3 50.6 09 18.3 4 
$1,000 to $2,000 805.9 is. 7 wT. 1 1.2 208.4 l 9 
$2,000 to $3,000 2, O18. 6 1, 674.4 2, 422. 1 103.5 747.7 M42 
$3,000 to $4,000 2, 656.5 2 215.0 }, INS. S f2u. 3 VOLS 14 
$4,000 to $5,000 2, 575.1 2, 146.3 }, OSH, @ SILLS 0.6 1288 
Under $5,000 8, 105.8 Hi, 745. 6 9, 721.5 1,615.7 2, 975.9 1, 3). 2 
$5,000 to $10,000 4, 332.7 3s, 6.3 179.2 si 1,542.9 4 
$10,000 to $25,000 4571.9 }, 082.7 1168.9 57.0 1, O76. 2 4 
$25,000 to $50,000 2,175.8 1, 908. 2 2, 437.7 21.9 20 2 
$50,000 to $100,000 1, 836.3 1, 628. 1 1uAS 4 182.1 woos A 2 
$100,000 to $250,000 1, 385. 6 , 233.4 1,471.2 85.6 237.8 152.2 
$250,000 to $500,000 $67.3 421.2 $89 1 271.8 “7.9 ‘ 
$500,000 to $1,000,000 253.9 231.9 me 10 32.0 2 
$1,000,000 and over 253.3 231.5 23.1 US 31.6 21.8 
$5,000 and over 14, 276.8 12, 383.3 16, 261.5 1, OM4. 7 ,87S.2 1, su 
Total. 22, 382. 6 19, 128. 0 25, USS. 0 3, 000.4 6,854.1 3,2 
Treasury Department, Feb. 9, 1951. 
Norte.— Figures are rounded and will not necessarily add to totals, 
! Surtax rates are increased 4 percentage points over present liw 
? Returns of estates and trusts are classified by size of total income before deduction of amounts d 


utable to beneficiaries. 
3 Includes surtax, normal tax, and alternative tax. 


Mr. Simpson. Mr. Chairman. 

The CuarrMan. Mr. Simpson is recognized. 

Mr. Simpson. Mr. Secretary, | heard over the air it was anticipated 
and there probably would be a further increase in the cost of living 
in the next 6 months in the amount of 5 or 6 percent. Do you hay 
any information bearing on the likelihood of a further increase by way 
of inflation in the forthcoming months; do you anticipate it or no! 
under controls? 

Secretary Sxyper. | am certain that the purpose of putting on 
controls was to try to hold down those costs. | have no information 
in that field. 

Mr. Simpson. If we impose an excise tax that will, of course, effect 
the price plan, will it not, because it would have to be passed on the 
customer? Is that correct? 

Secretary Snyper. Well on these items that have been selected 
here I do not believe it is going to have any great effect upon the basic 
items used in determining the cost of living. 

Mr. Simpson. No; that was not my point. My point is that that 
will be a break in the price freeze to the extent of the increase in the 
excise tax. 

Secretary Sxyper. Adjustments will be required; there is no ques- 
tion about that. That, however, would not add to the inflationary 
spiral, that is, this tax. 
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Mr. Stmpson. It does not. Now, when we have a period of defici 
financing we have an inflationary period? 

Secretary SNyperR. Yes, to some 

Mr. Simpson. If I understood correctly one of the gentlemen said 
that we have paid out about $23,000,000, 000 since June, and we have 
collected about $23,000,000,000. Is that correct, roughly? 

Secretary Snyper. Yes. We are running pretty well in balance. 

Mr. Simpson. Have we had what vou term “inflation” since last 
June? 

Secretary Snyper. That was a point that was made earlier. You 
can have inflation with your budget absolutely in balance, and ae- 
tually, so far as the expenditures and receipts are concerned, for some 
months we have had a balanced budget, insofar as that particular 
period is concerned. We have not had inflation growing out of the 
Government's budget, generally speaking. 

Mr. Simpson. In that same period? 

Secretary Snyper. That is right. 

Mr. Simpson. Deficit financing had no part in inflation since last 
June? 

Secretary Snyper. It has not as such. Certainly we have not had 
much deficit financing since last June. 

As a matter of fact, this might be interesting to the Congress. Our 
total outstanding debt today, $256,000,000,000, is the same as it was 
syvearago. Weare talking about piling up the debt and the inflation, 
but it might be interesting to know that the actual total of the debt 
today is no more than it was 3 vears ago, after having been reduced 
from $280,000,000,000 at its peak, 

Mr. Simpson. You just stated it has no effect on inflation 

Secretary Snyper. It has in the long run, a very important effect, 
and I would like to see a balanced budget. It is important, to realize 
that is has an inflationary influence, without question, to be spending 
more than vou take in; but I do not want us to get overly worked up 
about it, because there are other elements in the picture too. 

Mr. Simpson. What part has Korea had on the present inflation? 
Had it not been for Korea, would we have been in the difficulty we are 
today? 

Secretary SNyper. Inflation came about as a result of the arbitrary 
mark-ups and started the spiral of price rises in anticipation of war 
conditions. 

Mr. Stiupson. That was one of the principal causes of the mark-up 
in prices? 

Secretary Snyper. Yes. 

Mr. Simpson. Then if vou mark up prices to the extent of the excise 
taxes you are creating inflationary conditions, are you not? 

Secretary Snyper. But those prices were marked up without any 
tax picture on them. This is just the opposite, tax coming into the 
Government. These mark-ups would not have that implication, 

Mr. Simpson. Do you anticipate that the corporation where these 
increased taxes will have less money for its operation; that is, do you 
anticipate that would be a valid argument to use for the increase of 
price of products with respect to price controls? 

Secretary Snyper. | do not think it would be, in the light of the 
net results. I could not say as to each specific corporation, but 
generally speaking, | would say that the corporations have to face the 
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problem along with the rest of us in what we are up against; therefore, 
for a short time, if there is an adjustment at one place they will have 
to make an adjustment at another—this is a situation in which all 
of us are involved, in this defense period which I think all must con- 
sider. And if you are going to allow mark-ups on everything you 
find taxed certainly we will never control the important things. 

Mr. Stupson. I recall a conversation you and I had about taxes on 
corporations in the past, and the cost having been passed on to the 
consumer. I do not want to put words in your mouth, but vou said 
that it would in part be borne by the corporations. Now is it your 
idea with respect to this tax that the corporation, the entire amount 
of the tax, will be paid out of the corporation and will not be passed 
on to the consumer? 

Secretary Snyper. Oh, no; I did not say that at all. Part of this 
tax increase may be passed on to the consumer. 

Mr. Simpson. You mean with the freeze? 

Secretary SNypER, Some of it the corporation will absorb, but I 
think some of it they will try to pass on to consumers. 

Mr. Simpson. Is that not inflationary; that will result in higher 
prices? 

Secretary Snyper. If you can work out a tax bill and apply your 
view of it, a bill that will not have some inflationary effect of the type 
you mentioned, then I would be glad to sit down with you and find 
out what it is. 

Mr. Simpson. Well, you are working the tax program out; this is 
something you have told us. 

Senator Snyper. No. I do not think the Ways and Means 
Committee has relegated to us the job of working out this bill. I 
think that we are here to help you. 

Mr. Simpson. You have made some suggestions but you have not 
pointed out how you think the committee is going to raise 4.5 billion 
dollars, and that is the hardest part of this in the end. Now may I 
ask if you know of any other place where we can raise 4.5 billion dollars, 
the other part of this 16.5 billion dollars? 

Secretary Snyper. Well, we will discuss plans with you. 

Mr. Stimpson. But you are not ready now to make any concrete 
suggestions to us about where the other 4.5 billion dollars is to come? 

Secretary Snyper. We will try to help work out a program and 
cooperate with you. We have not spelled out just where it will be. 
We will try to do that when we attack the second phase. 

Mr. Simpson. [| am wondering, just for my information, and I 
think the committee would like to know just where we are going to 
get it? 

Secretary Snyper. I do know that we will all have to work out the 
final program as the situation develeps. 

Mr. Simpson. There are some difficulties involved in arriving at 
the first phase. 

Secretary Snyper. In my initial statement I pointed out that we 
all faced a very difficult problem, and I share your views on that. I 
am not trying in anywise to deprecate the great difficulty that is faced, 
and therefore I want to face it as we all must in trying to work out 
the best possible program. 

Mr. Stmrson. Mr. Snyder, this will just take a moment: How do 
the increased tax levies fall on saleenel income; what portion of the 
increases will come from persons with incomes of less than $5,000? 
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Secretary Snyper. That isshown on chart 5. Eighty-three percent 
of the number of taxpayers and 58 percent of the adjusted gross 
income is under $5,000. 

Taxpayers under $5,000 are estimated to have 36 percent of the tax 
liability under present law; those over $5,000 have 64 percent. 

Under the proposal, 37 percent of the tax liability is under $5,000 
and 63 percent is over $5,000. 

Mr. Simpson. That is all, Mr. Chairman. 

Secretary SNyper. The amount of the increase for those under 
$5,000 would be $1,615,700,000, for those over $5,000, $1,984,700,000. 
That is set out on table 12. 

Mr. Simpson. Thank vou. That is all. 

The Cuarrman. Mr. Reed. 

Mr. Reep. Mr. Secretary, | would like to know how many out- 
standing Federal bonds are tax-exempt bonds? 

Secretary SNypeER. How many tax-exempt bonds? 

Mr. Reep. Yes. 

Secretary Snyper. About 23.5 billion dollars of fully tax-exempt 
State and local bonds. 

Mr. Reepv. What effect do you feel they will have upon the bill, 
that is, the tax-exempt bonds, to raising the tax on corporations as 
you suggest? 

Secretary SNyDER. This raises the tax 8 percent, and your question 
is the effect it might have on the bonds? 

Mr. Reep. Yes. 

Secretary Snyper. May I see if we are talking about the same 
thing. You ask how many tax-exempt bonds there were? 

Mr. Reep. Yes. 

Secretary Snyper. Most of these are municipal bonds; they are 
not corporation bonds. We do not have any tax-free corporation——— 

Mr. Reep. I am talking about tax-exempt Federal bonds. How 
many of them are outstanding? 

Secretary Snyper. Partially exempt? 

Mr. Reep. Yes. 

Secretary Snyper. Federal, partially tax-exempt bonds out- 
standing— about $11,000,000,000. 

Mr. Reep. This 8 percent on the corporation: What effect is that 
going to have on those $11,000,000,000 partially exempt securities? 

Secretary Snyper. I am not sure what the effect would be. But 
I would like to check on that. 

Mr. Reep. They would be pretty desirable investments; they 
would be very, very desirable investments, these bonds that are 
partially tax-exempt, would they not? 

Secretary Snyper. That might occur. I would want to check 
on that. 

Mr. Reep. If vou have any information on that we will be glad to 
have it. 

Secretary Snyper. I will have our people check into that very 
carefully. 

Mr. Reep. Thank you. 

(The information requested follows:) 

It is apparent from a study of the pattern of market prices and yields of Treasury 


partially tax-exempt bonds as compared with Treasury taxable bonds, that the 
difference in yield between the two grows when increases in corporation tax rates 
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are under consideration by the Congress. This increased difference simply reflects 
the additional tax advantage thereby accruing to the partially tax-exempts and is 
expressed in the market in terms of a rise in the price of these bonds. 

Such a market trend is now taking place as a reflection of the present expectation 
of higher corporation taxes. It is difficult, however, to ascertain the exact amount 
of the market price rise which the proposed increase in corporation taxes would 
have on these partially tax-exempt securities. 

The Cuatrman. Mr. Kean. 

Mr. Kean. On the automobile tax, is it vour, proposal that every 
sale of an automobile be taxed at 20 percent? 

Secretary SNypeR. New automobiles. 

Mr. Kean. New automobiles only. 

Secretary Snyper. The used automobiles is one of those matters 
which we have put over into the second phase. 

Mr. Kean. But you would have to apply it to new automobiles as 
of a certain period of time? 

Secretary Sxyper. It would be manufacturer's excise tax. 

Mr. Kean. Come out of the manufacturer? 

Secretary Snyper. That is right. 

Mr. Kean. That is on new automobiles? 

Secretary Snyper. Yes. We went into the used ear field, but that 
presents a tremendously complicated problem, and we are still working 
on it; it is one of those things that we will consider further. 

Mr. Reep. I would like to suggest, Mr. Chairman, in view of the 
testimony we have had here that we should hear from the price 
stabilizer. 

The Cuatrman. Mr. Secretary, it was my thought after hearing 
vour statement that I might have some questions to ask you. Would 
it make any difference to you if you came back Monday or Tuesday? 

Secretary Sxyper. | would be glad if vou could do it this week. 

Mr. Reep. You have been making a considerable study of this 
question. How long? 

Secretary Sxyper. I have been living with it constantly, because 
many of these things are going on all the time. I realize the problem 
and that is one reason why I was perfectly willing to try to cooperate 
in every way | possibly could. 

Mr. Reep. You have made a very good statement. 

Secretary Snyper. I want to say to you that vou will get all of the 
facts we can furnish vou on any question that you bring up. 

The Cuatrman. Thank you very much for your splendid presenta- 
tion, Mr. Secretary. 

Secretary Snyper. Permit me to thank the members of the com- 
mittee for its very courteous attention. 

The Cuatrrman. The hearing will stand adjourned until 10 o'clock 
tomorrow. 

(At 4:12 p. m. the hearing adjourned to meet the following day, 
Tuesday, February 6, 1951, at 10 a. m.) 
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TUESDAY, FEBRUARY 6, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways ANbD MEANS, 
Washington, DD). i} 

The committee met at 10 a. m., in the committee room of the 
House Committee on Ways and Means, the Honorable Robert  L. 
Doughton (chairman) presiding. 

The Cnatrman. The committee will be in order. 

The first witness this morning is Mr. George J. Schoeneman, 
Commissioner of Internal Revenue. Will vou please give your 
name, address, and the capacity in which you appear to the stenog- 
rapher for the benelit of the record. 


STATEMENT OF GEORGE J. SCHOENEMAN, COMMISSIONER OF 
INTERNAL REVENUE, WASHINGTON, D. C. 


Mr. ScHoENEMAN. George J. Schoeneman, Commissioner of 
Internal Revenue. 

The Cuairman. Would vou prefer to make your statement without 
interruptions and then answer any questions that may be asked? 

Mr. Scuoeneman. Mr. Chairman, my statement was prepared 
with the thought that it probably would answer a great many ques- 
tions which the committee may have in mind. 

The CuairmMan. Yes. 

Mr. Scuoeneman. And I thought, if I could read the statement 
without interruption, it might answer a substantial number of ques- 
tions. 

The CuatrmMan. Very well, you may proceed with that understand- 
ing, Mr. Commissioner. 

Mr. ScHoeNeMAN. Mr. Chairman, in his tax message of last Friday, 
the President said: 

In addition to the changes in law that are needed to close loopholes, we shall 
continue to improve our enforcement efforts to make sure that the taxes which 
are due under present laws are actually paid. 

Our records show a relatively high voluntary compliance on the 
part of taxpayers with the taxing statutes. However, this does not 
mean that in absolute terms there is not a significant underreporting 
of taxes. During the fiseal vear 1950, through audits, we added 
directly to the revenues about 1.8 billion dollars. The indirect 
benefits to the revenue by way of chain effect of such audits in sub- 
sequent years cannot be measured either with respect to the tax- 
payers who are actually audited or to their neighbors who hear of 
such audits, 
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During this fiscal vear, we anticipate that the added revenue 
resulting from audits will run close to 1.9 billion dollars. For the 
coming fiscal vear, we estimate this amount to be around 2 billion 
dollars. Effect has been given these items in the official receipt 
estimates. 

Over and above the 1.8 billion dollars which we obtained through 
audit during the fiscal year 1950, we estimate an additional amount 
of from 1 to 1.5 billion dollars would have been obtained if every 
taxpayer had made a complete return of his liability. 

With the continued improvements which we have initiated in our 
enforcement techniques and with the full manpower requested by the 
President for tax enforcement, we are confident that we shall be able 
to make some reduction in the amount of unreported taxes remaining 
after audit. 

While continued effective tax administration is assured, enforcement 
alone cannot be depended upon as a substitute for any significant por- 
tion of the added revenue being requested by the President. 

We have in recent years exploited every avenue that seemed to 
hold promise of aiding us to achieve 100 percent compliance with the 
taxing statutes. Among these are (a) a stepped-up program of 
keeping the taxing requirements before the people; (6) improved tax 
forms and explanatory instructions and pamphlets; (¢) making it 
more convenient for taxpayers to report their taxes through form 
distribution to offices and homes; (¢d) making out the returns for 
several million people each year who sought our help, and by com- 
puting the taxes for about 17 million people annually; (¢) developed 
more efficiency in our “housekeeping” functions through mechaniza- 
tion and other streamlining processes; (f) achieved better utilization 
of our enforcement personnel through the use of an audit-control 
program; (g) adopted substantially all of the recommendations for 
improvement resulting from the investigation of the Bureau which 
was made under the sponsorship of the Joint Committee on Internal 
Revenue Taxation; (h) employed on our own account a _ private 
management-engineering firm to tell us how we could do a still better 
job; (7) employed on our staff specialized talent of the highest order 
obtainable and have strengthened our management and supervisory 
lines; and (7) annually urged the Appropriations Committees of both 
Houses to further strengthen our enforcement staff. 

During the past fiscal year, we had available to us the equivalent 
of 19,822 revenue agents, deputy collectors, and auditors for a full 
year who were engaged in the examination of tax returns. They were 
able to examine through office or field audit 4,326,886 returns of all 
classes out of the total filed of close to 90 million. The added tax 
assessed as a result of these examinations totaled $1,726,394,181, or 
an average additional tax of $87,095 for each examining officer. 

We are not anywhere near the point at which additional audits 
cease to be highly profitable. Yet, it is true that the audit of an addi- 
tional 4,326,886 returns would produce much less than the 1.8 billion 
dollars. 

This is because the 4.3 million returns which we examined out of the 
total of 90 million were specially selected as appearing to be most 
urgently in need of examination and, by and large, represented the 
cream of the adjustments. 
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I should emphasize the fact that each and every return selected did 
not necessarily represent returns with greater potential adjustments 
than some not selected, but on the average they were more likely to 
produce a higher tax change than those not selected for audit. 

In this connection you may be interested in a few brief comments 
concerning our audit-control program. You may recall that the 
Secretary referred to this program as ‘‘unprecedented in this field.” 
As applied to the tax year 1948, this program was designed to teach 
us more of the nature of the returns and how best to select them for 
audit. It was confined to the 52 million individual income-tax 
returns filed. One hundred and sixty-two thousand returns were 
selected from this total on a scientifically controlled random-sample 
basis. These returns were carefully audited and the results studied. 

Just a few of the general findings and how they are being applied 
are pertinent to the subject before vou. 

In the returns of $25,000 and over, 7 out of every 10 were in error. 
This has led us to revise our audit policy beginning with the tax vear 
1950. Weare abandoning our former method of selecting returns from 
this group on the basis of those which appear to have the greatest error 
and are adopting the practice of auditing every return in this group 
at least once every 2 vears. The returns for the preceding year will 
be simultaneously examined, thus assuring 100-percent coverage of 
this class. 

In the returns of under $25,000, those reporting income from 
business operations were found to be in error 5 out of 10 times. This 
has led us to segregate all business returns to permit a more careful 
scrutiny at a lower cost for audit selection purposes. If adequate 
manpower is given us, we expect eventually to adopt a definite evele 
audit basis in this area. 

In the case of small returns, Form 1040A, the sample showed that 
exemption errors occurred only about once out of every 40 returns of 
taxpavers claiming only exemptions within the immediate family, 
whereas among returns claiming relatives outside the immediate 
family exemption errors occurred 1 out of 4 times. Therefore, 
examinations for exemption errors are being concentrated among the 
latter type of return. 

These are illustrative of some of the valuable findings which are 
being developed and utilized to aid us in pin-pointing the low com- 
pliance areas in order that we may more effectively direct our en- 
forcement efforts. 

Section 57 of the Internal Revenue Code provides that as soon as 
practicable after the return is filed the Commissioner shall examine it 
and shall determine the correct amount of the tax. 

If interpreted literally, this requirement of law imposes the impos- 
sible upon the Commissioner, particularly when he is confronted with 
90 million returns annually. But, in these days of mass workloads, 
mass enforcement techniques are being searched for and developed in 
order to perform as much of the job as is possible. The audit-sample 
approach is aiding us in this respect. However, certain other far- 
reaching and effective aids have already been provided by the Con- 
gress; namely, the withholding tax on salaries and wages, which source 
of income accounts for close to 70 percent of the total income reported 
on individual income-tax returns. The standard deduction frees us 
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from the need to audit deduction items on close to four-fifths of all 
the individual returns. The per capita exemption system has elim- 
inated numerous chances for errors. But still there are many difficult 
enforcement areas where no effective substitute has vet been found for 
factual, detailed examinations of tax returns by manpower skilled in 
auditing books and records. 

This is particularly true with respect to the verification of income 
from business operations of sole proprieterships, partnerships, and 
corporations. At present, we are able to audit only about 1 out of 
every 4 corporations. These audits for the most part are centered 
in the larger-income groups. For the tax year 1949, we have under- 
taken an audit sample on the lower-income groups in the attempt to 
improve the direction of the enforcement efforts in this field. 

Dividends and interest represent another source of income for 
which we have no satisfactory means of mass enforcement. The use 
of the withholding tax device referred to by the Secretary would 
undoubtedly help in this field. 

I turn now to a different type of problem concerning which I have 
had inquiries from time to time. It has been pointed out that we 
have more or less a permanent 1.8 billion dollars in proposed additional 
income and profits taxes pending at all times. (This 1.8 billion dollars 
is not to be confused with the 1.8 billion dollars of added taxes actually 
assessed last vear.) The question is asked as to why we cannot 
speed up the settlement of this outstanding total and get the money 
in the Treasury. 

This 1.8 billion dollars breaks down approximately as follows: 

(2) 415 million dollars of this total is represented by cases in 
actual litigation. The Bureau will continue to make every contri- 
bution that it can to the settlement of these cases. 

(6) 403 million dollars is involved in cases before the techical staff, 
which is the last appellate ageney within the Bureau. The problem 
here is twofold, both parts of which stem from lack of manpower either 
on the part of the taxpaper or the Government. As to our side of the 
case, we definitely could speed up the flow of some of the cases if we 
had the necessary personnel. On the other hand, we could not totally 
catch up, since the taxpaver in many instances also lacks the man- 
power to keep up with his side of the case. 

(¢) 50 million dollars is represented by those cases in which statu- 
tory notices have been issued giving the taxpayer 90 days in which to 
file a petition with the Tax Court. Here the problem is one of waiting 
out the 90-day period. 

(/) 615 million dollars is represented in the form of protests to the 
examining agent's findings which are pending before the conference 
section of the revenue agent in charge. The problem here is one of 
providing the taxpayer with ample time and opportunity to develop 
his case. 

(¢) 266 million dollars is represented by proposed assessments 
awaiting response of the taxpayer to a 30-day letter. This amount 
turns over rapidly, since the only problem is that of awaiting the 
receipt of an agreement or protest. 

It should be pointed out that the total of 1.8 billion dollars included 
in the pipeline from proposed assessment to final assessment is a 
proposed figure and if it were possible to collapse the time involved in 
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running through we would find that in terms of actual cash collections 
there would be some shrinkage as compared with the amount proposed. 

Notwithstanding all the really complex issues involved in the pro- 
tested and appealed cases, the manpower problems, and the need to 
preserve the rights of the taxpayer in the appellate processes, | would 
like to assure this committee that we believe that we are gradually 
developing policies designed to speed up the flow of these cases, and 
we shall continue our efforts in this direction. 

From time to time we hear of various suggestions to set up addi- 
tional, subsidiary, or supplemental hearing boards. We have not 
been able to adopt any of these for the reason that it would establish 
another stopping point along the way. This would further delay the 
collection of the revenue and would not add substantially to the tax- 
payer’s protection against possible arbitrary assessments. We be- 
lieve that the taxpayer, small and large, is being given adequate pro- 
tection from arbitrary assessments because of the existing internal 
appellate procedures and our policies toward their administration. It 
would seem necessary to continue to delay the collection of some of the 
revenue in order to maintain the protective principles of our appellate 
procedures. We do not wish to deprive any taxpayer of his basic 
right to appeal the findings of our examining agents. 

Suggestions have also been made that the revenue might benefit by 
some possible changes in our fraud procedures. 

The answer which we have been seeking is to make more effective 
our means of discovery of those who willfully attempt to defraud their 
Government and to reduce the time lag between apprehension and 
restitution. To this end, with the guidance and cooperation of the 
Secretary, we are currently engaged in an intensive review of our 
procedures covering fraud cases. | am looking forward confidently 
to some improvements in this area. It may be that at the conclusion 
of these studies we will have some recommendations to make for 
additional legislation. 

Reverting to our estimate of | to 1.5 billion dollars which we lost 
during the last fiscal vear because of incomplete compliance, it may 
be of interest to indicate something more as to its nature. 

Approximately $900,000,000 is attributable to the individual 
income tax, $200,000,000 to the corporation income tax, and 
$100,000,000 to the excise taxes. 

A withholding tax on dividends and interest would have recovered 
close to $250,000,000 in the individual income tax. 

The remainder of the individual income tax and the corporation 
income tax and the excise taxes could have been recovered only 
through added manpower. Because of the seattered nature of some 
of the unreported taxes throughout the 85,000,000 nonexamined 
returns, it would not have been profitable nor feasible to have re- 
covered the entire amount. 

Our methods of selecting returns for examination tend to select 
returns with a higher need of examination. Therefore, the returns 
actually examined will, on the average, produce larger tax adjust- 
ments than those that have not been examined. It follows that the 
average amount of tax adjustment produced per man-year_ will 
decline as the proportion of returns examined is increased. How- 
ever, we believe that gradual additions to the enforcement staffs can 
profitably be made each vear along the lines requested in the past. 
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We have pursued a policy of requesting each year the number of 
additional men which we could recruit and effectively train. The 
numbers requested have not been granted by the Congress. 

The amount requested for the fiscal year 1948 by the President was 

reduced $20,000,000 by the Congress. For 1949 the reduction in 
the President’s request was $22,464,000; for 1950, $6,468,000; for 
1951, $9,940,000. For 1952 the President is requesting an increase 
of $8,680,000, which provides for an increase of 2,484.2 man-years of 
employment. This request covers the added work resulting from the 
Social Security Act amendments of 1950, but it does not include any 
amounts needed on account of the Excess-Profits Tax Act of 1950, 
nor any added work which may result from the program now under 
consideration. 

In conclusion, I wish to make this brief review as to what can be 
expected by way of enforcement: 

(1) During the coming fiscal vear, we shall probably obtain close 
to 2 billion dollars as a result of audit of tax returns. This amount 
has already been included in the President's estimate of receipts. 

(2) Additional tax liabilities of from 1 to 1.5 billion dollars will 
neither be reported nor disclosed by audit, as previously described. 

(3) The amount of unreported tax can be materially reduced by 
dividend and interest withholding and the gradual addition of 
manpower needed to audit a greater number of the returns of indi- 
viduals, partnerships, and corporations reporting income from business 
operations. 

(4) There is no opportunity for an immediate increase in revenue 
through a revision of the present appellate procedures. 

(5) Some minor revenue gains are anticipated through continued 
improvements in the Bureau's s operating procedures and enforcement 
techniques. 

(6) Our best hope of reasonably complete enforcement rests on (1) 
tax requirements which the people can understand; (2) vigorous 
encouragement and assistance on the part of the Bureau of Internal 
Revenue to all people to voluntarily and timely respond to the 
requirements; and (3) the will of the people, which has been so admir- 
ably demonstrated in the past, to comply with the requirements. 
These bases must be maintained. Your committee can depend upon 
the full cooperation of the internal revenue service to this end. 

The CuHatrman. Does that complete your prepared statement, 
Mr. Schoeneman? 

Mr. ScHOENEMAN. Yes. 

The CuarrmMan. Ihave followed your statement rather closely, and 
there are a few questions I want to ask. 

You hold one of the most important positions in the Government, 
especially insofar as fiseal and financial affairs are concerned. Your 
main work i is to see that the revenue under the taxes imposed by Con- 
gress is collected. Is that right? 

Mr. Scnorneman. Yes, and we are fully conscious of our responsi- 
bility im that direction. 

The Cuatrman. And that is your chief responsibility? 

Mr. ScHoeneMaNn. Yes. 

The CuHarrman. As I understood, while you are making great 
headway in the collection of the taxes that are not being paid to the 
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Government, could you make greater progress in collecting the full 
amount of the taxes imposed by law if your manpower were increased? 

Mr. ScuoenemMaN. As I stated before, Mr. Chairman, we have asked 
the Congress for ar increase in our force every vear. We have never 
gotten the full amount of our request. 1 might say, however, that 
there is a limit to the number of people the Bureau could employ 
and absorb. We just cannot employ men and put them to work 
the same day on the investigation of income-tax retuens. There is 
a terrific traming period involved before a man can even undertake 
that kind of work. The numbers we have requested of the Congress 
from time to time are the numbers we believe that we could secure 
and adequately train before they are assigned to work. 

The CuarrMan. | understand that vou are not able to secure and 
train the number of men which you feel you need to collect the amount 
of taxes provided by law? 

Mr. ScuoeneMan. That is correct. 

The Cuarrman. And who ought to be given a training period to 
equip them to make these collections? 

Mr. ScHoBNEMAN. Yes. I would like to give vou some illustrations 
of what | was attempting to point out in my prepared statement. 

As I said, we have approximately 20,000 examiners, revenue agents, 
and deputy collectors, the men who examine these returns. These 
20,000 investigating officers examine 4 million returns a vear. If we 
were to bring in the 1.5 billion dollars we estimate was not reported 
to the Government, we would have to examine every return in our 
files. As I said before, that totals some 90 million returns in our 
files. At the rate of 4 million returns that are examined by the 
20,000, it would take 22 times that many, approximately, to examine 
every return in our file; or, if you reduced it to 50 percent of that 
figure, it would take 200,000 to examine each return in the files. 

I do not believe that is desirable, and I do not believe that the 
Congress would grant us 200,000 emplovees, and I doubt very much 
under our voluntary system of tax assessment it would be proper to 
have that many examiners. 

The Cuarrman. What is the difference between a revenue agent 
and a deputy collector, so far as their work is concerned? 

Mr. ScHoeneMaNn. The revenue agent examines returns with an 
adjusted gross income of over $7,000, and the deputy collector ex- 
amines returns under $7,000 a vear. 

The Cuarrman. If Congress would furnish you adequate manpower, 
how much could you collect in additional taxes which now are not 
paid? 

Mr. ScuoreneMan. That is a difficult’ question to answer, Mr. 
Chairman. 

The CuarrMan. I know it is, but it is not an inappropriate question; 
is it? 

Mr. ScnorneMan. It is not an inappropriate question. I would 
say that every year we have asked for an increase in our force. At no 
time has the number we have requested been granted. Every time 
we have had an increase in our force, we have proven, as a result of 
these examinations, that the men have more than paid their way. 
We have brought additional revenue into the Treasury. However, 
the number that we have requested, as I said before, has never been 
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granted, not within the number we feel we could absorb and train 
within a vear’s period. 

We have requested only those we thought we could absorb and train 
in order to bring the force up gradually. 

The Cuarrman. How would the cost of additional personnel com- 
pare with the additional taxes which would be collected? 

Mr. Schoeneman. | think perhaps a reasonably proper answer to 
your question, as I said in my statement, would be that the average 
amount brought in by each agent has been above $86,000 a vear. 

The CuarrMan. The average cost would be how much in the way 
of salary, and what would be the total? $87,000 is the total, and the 
salary for each one is how much? 

Mr. Scuorneman. About $5,000 a vear would be the cost, which 
would net about $82,000, 

The Cuarman. In other words, each one would get in about 
SS1.000? 

Mr. ScuoenemMan. Yes. [ would like to emphasize, Mr. Chairman, 
that if we examine more returns the amount discovered as not having 
been paid begins to decrease. What [| was going to say is this: that if 
we estimate at $75,000 instead of $87,000, and if we put on 5,000 
additional men at an average cost of $5,000, that would bring in 
approximately $375,000,000, 

But, as to whether in one vear we could absorb 5,000 more employees 
and give them training is very questionable in my mind. 

The Cuairman. If it is questionable in your mind, it leaves us in 
the dark, and no doubt it would leave the members of the Appropri- 
ations Committee in the dark. If vou do not know whether it is 
advisable, and do not know how many more people you could take on 
and train properly, then who ean give us this advice? 

Mr. Schorxeman. | think it depends, as I said before, on what the 
poliey of the Government should be. As I said before, an examination 
of every return in our files would take not less than 200,000 additional 
employees. 

The CuatrmMan, | suppose you could not absorb and train that 
many; could vou? 

Mr. ScuoenemMan. We could not. 

The Cuatreman. How much further could you reasonably go in add- 
ing personnel, to the advantage of the Government, as far as the result 
in collecting increased revenue is concerned? 

Mr. ScHoeNemMaAN. 5,000 men would give us, conservatively speak- 
ing, an additional $250,000,000. That would cost’ approximately 
$20,000,000, 

The CuatrrmMan. Would give vou how much more money? 

Mr. ScnoeNnemMan. Would give us approximately $250,000,000. 

The Cuarrman, At a cost of $20,000,000? 

Mr. Schoeneman. At a cost of $20,000,000; ves, sir. 

The Cuatrman. It looks like that should appeal to the Committee 
on Appropriations. We are badly in need of revenue, and are going to 
have to greatly increase taxes and seek out additional sources of 
revenue, and it seems to me that our first step should be in the direc- 
tion, as far as practicable, of collecting every dollar of revenue we can 
before we increase taxes. It is pretty hard to say, “You must pay 
additional taxes’’—to the man who is reporting his taxes honestly 
when somebody else is not paying the taxes he should pay. 
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Mr. ScHOENEMAN. I agree with you thoroughly. 

The Cuatrman. You have two classes of delinquent taxpayers; do 
you not? 

Mr. ScHOENEMAN. We have two classes. 

The CuarrmMan. One the man who just makes a partial report: and 
does not pay the full amount of taxes the law prescribes he should 
pay, and another class who make no report at all and pay nothing. 
Can you give me any opinion as to those classes-—-as to how they 
compare in amount of underpayment? 

Mr. ScuoenemAn. As to the first category vou mention, those who 
do not file any return, that category has been very greatly reduced by 
reason of the adoption by Congress of the withholding tax, and that 
particular group, which was a great worry to us in the past, is not a 
great worry to us now. 

I do not mean to say there are not people in this country who do not 
file any returns, but the opportunity to secure returns from that group 
is now much greater than it ever was. 

The Cuatrman. I suppose this would come more appropriately 
from the Deputy Commissioner of the Alcohol Tax Unit, Bureau of 
Internal Revenue, but I would like to find out somewhere approxi- 
mately how much revenue we are losing by the manufacture and sale 
of contraband liquor. Not only liquor, but vou might say wine, beer, 
and things of that kind that are made surreptitiously, that are con- 
traband liquor. How much revenue is it estimated that we lose there? 

Mr. Scuoeneman. On that particular subject, | have with me Mr. 
Dwight Avis. Mr. Avis is Assistant Deputy Commissioner 

The Cuatrman. Well, we will get to him later. We do not need 
to question vou on that subject if he is going to appearasaw itness 

Mr. ScuoenemMan. He is prepared to give you testimony in that 
direction. 

Mr. Reep. Mr. Schoeneman, unless you provide thoroughly 
trained and competent individuals to go out in the field and check 
over and collect the revenue, it is almost a futile gesture as far as 
CCONOID is concerned if, through incompetence or lack of training, 
they tax a person and take a check and then that person, if he knows 
his rights at all, either through an attorney or otherwise, comes in 
and gets a refund. Of course, there is not much gain there; is there? 

Mr. ScHoENEMAN. No, sir. It is not good administration or good 
public-relations policy to employ men who are not qualified to exam- 
ine taxpayers. 

Mr. Reep. But vou do have instances of that; do vou not, and you 
have to make a good many refunds? You made one to me, | know. 

Mr. ScHoeneMAN. It is not because of the incompetence of the 
man. Those refunds, in the main, are the result of overstatement on 
the part of the taxpayer originally. The great bulk of our refunds are 
made by reason of the withholding from wages. I do not believe the 
refunds could be attributed to the incompetency of our people. It is 
the result of honest debate between the taxpayer and the Bureau 
people as to whether or not taxes are overpaid. 

Mr. Reep. T have found some of your men very, very courteous 
and very capable, and some are not so capable. 

Mr. ScHOENEMAN. We are very anxious to have all of our men not 
only capable but courteous, and we are moving in that direction at all 
times. 
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Mr. Reep. How long does it take to train a force? 

Mr. ScooeNeMAN. The deputy collector, the man who examines 
returns under $7,000, can be trained more rapidly because of the fact, 
first, that he is assigned to a group of returns which are not too com- 
plicated; second, because we have so many other duties for that man 
to perform, he can be out working in the interest of the Government 
almost from the day he comes on the job. But to get up to the point 
where he can go out and examine returns on his own would take, I 
would say, 6 months. 

With the revenue agent, vou are dealing with a man who is han- 
dling returns that are more complicated. As to that man, I would 
say it would be a vear before he would be considered a competent 
revenue agent. In the meantime, we have assigned him to work 
with a well-qualified agent so he can get the feel of things. I believe 
after a year he would become a man who would render valuable 
service to us, 

Mr. Reep. You usually start with a voung man who is an account- 
ant or a young lawyer; do you not? 

Mr. Schoeneman. The requirements for a revenue agent con- 
template an accounting background. I cannot give you the detail 
of the requirements, but they start off with an accounting background 
for a certain length of time. 

Mr. Reep. | won't ask you for it now, but will vou put that in 
the record? 

Mr. Scuorneman. I will be very glad to do so. 

(The information is as follows: ) 

The qualifications for the entrance grade (GS-7) of an internal revenue agent 
are IS semester hours in accounting. This usually requires a degree from an 
accounting scheo!l above the high-school level. 

The qualifications for the entrance grade (GS-7) of an estate-tax examiner 
are an LIL..B degree and, in addition, 6 semester hours in accounting. 

Mr. Minus. Mr. Schoeneman, is there a lesser degree or a greater 
degree of compliance with the tax laws today than existed a few years 
ago? 

Mr. ScHoenemaAN. I personally would think there is a greater com- 
jiance than there was some vears ago. I do not mean people were 
a honest in the past than they are at the present time, but I think 
people are aware of the fact that we have more methods and devices 
of catching up with understatements than we had in the past. For 
that reason, | would say there is greater compliance today than there 
Was in the past. 

Mr. Mitus. Do your agents generally spend very much time with 
those individuals who are pretty well known not to owe very much in 
the way of taxes? 

Mr. ScHoeNeMAN. No, sir; they do not. As a matter of fact, if we 
have a return where the taxpayer is known to have rather perfect 
returns, it is very doubtful whether that return would be selected for 
examination. 

Mr. Mituis. IT know of some returns where the tax liability would 
fall in the first bracket, however, which have been selected for investi- 
gation. 

Mr. ScHoeENEMAN. I would say in our system of investigation we 
touch almost all groups. That is one reason why deputy collectors 
are assigned to returns of under $7,000. I do not think we should 
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ever get to the point where a person feels because he is in a certain 
salary group he won’t be audited by us. 

Mr. Mitus. Do you have any information as to where the highest 
percentage of error occurs, whether it is below $7,000 or above $7,000? 

Mr. ScHOENEMAN. It is above $7,000. 

Mr. Mitus. Do I gather, then, that you get most of your money 
from the group above $7,000? 

Mr. ScHoeNeEMAN. From those under $7,000, the estimated amount 
of tax is $258,000,000 or 3.3 percent increase over that originally 
reported; from $7,000 to $10,000, it is $43,000,000 or 3.9 percent; 
from $10,000 to $25,000, it is $130,000,000 or 5.9 percent; from 
$25,000 to $100,000, it is $238,000,000 or 8.5 percent; and $100,000 
and over, it is $84,000,000 or 5.6 percent. 

Mr. Minus. | asked for that information, Mr. Schoeneman, be- 
cause-—l may be entirely in error, but I have had the impression for 
a long time that the agents devoted entirely too much of their time 
to areas in which an investigation would not develop a failure to pay 
any considerable amount of money. 1 get that information when [ 
go home and see some of the agents in operation, talking to clerks in 
stores and people who make rather small salaries, where there could 
not possibly be very much tax collected. | just wondered if vou 
followed the situation very closely to determine that those whom you 
now have employed as agents are properly utilizing their time. 

Mr. ScHorneMAN. I believe, as | pointed out in my statement, 
that the audit-control program is one that will lead us to the area of 
returns where investigation is most needed. With reference to the 
small returns, there is no reason why our deputy collector should 
spend any great amount of time with a person who files a return in 
that class. It is usually a claim for exemption that has to be verified, 
under reporting of income or a mathematical error. There are very 
few things that would be questionable on a return of that size, and 
there is no reason why the deputy collector should spend very much 
time with any one taxpaver. 

Mr. Minus. Is there any rule under which they operate whereby 
they can collect 3 percent of the returns from the first bracket and 
3 percent from the second bracket, and so forth? 

Mr. ScHOENEMAN. As a result of our audit-control program, some- 
thing like that will be done from now on. 

Mr. Minus. That is the point | had in mind. If the money is 
coming from the brackets above $7,000, why not take a larger per- 
centage for a spot check of that group and a smaller percentage for 
a spot check in the group under $7,000? 

Mr. ScuoeneMAN. This spot check, if vou have reference to our 
audit-control program, is the only spot check we have now, and that 
is only for the purpose of scientific study. 

Mr. Minis. On what basis do you pick out certain returns in the 
agent's office or the collector's office at Little Rock, or Nashville, or 
wherever vou have an office, for investigation? What basis do vou 
use? 

Mr. Scoorkneman. | think this might be helpful to vou, Congress- 
man Mills—the estimated number of returns to be examined. In the 
case of those under $7,000, the percentage examined to the total filed 
is 7.8 percent. In the area from $7,000 to $10,000, the returns ex- 
amined are 8.8 percent of the total. Of the returns from $10,000 to 
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$25,000, the number examined would be 17.2 percent of the total. 
From $25,000 to $100,000, we examine 58.1 percent of the total. 
Those over $100,000 are 86.4 percent of the total. 

Mr. Minus. So that you are doing exactly what I was suggesting 
you do, 

Now let me ask you about practices that have developed in con- 
nection with fraud cases. It is my understanding that when a case 
is tried for fraud there is no collection of the tax or penalty until con- 
Viction occurs or until the man is acquitted. 

Mr. ScuoenemMan. That is right. 

Mr. Mitus. And then vou find in some cases, where you wait that 
long to collect What appears to be due, that vou lose some of the money 
due the Government. 

Mr. ScHoeNEMAN. I think there is no question about that. We do 

Mr. Miuus. | wonder if it would not be better practice to collect 
from the individual before you permit his lawyers to get what he has 
left. 

Mr. ScHoenemMAN. | indicated we are studying a different pro- 
cedure. That is one of the things we are talking about in those 
studies. 

Mr. Minus. A year or two ago, we were interested in that, and | 
understood those studies were going on then, and L hoped there might 
have been a conclusion of them by this time. 

Mr. Scuoeneman. The matter you mention is something not under 
the control of the Bureau of Internal Revenue. It is a very important 
policy of the Department of Justice because of the success or lack of 
success in the prosecution of cases. If the tax is paid before the case is 
tried, | believe the feeling is that the case could not be as successfully 
prosecuted as otherwise. 

Mr. Minus. In your opinion, how much additional revenue would 
vou obtain if the Congress should provide for voluntary disclosures 
of tax fraud in prior years? 

\Ir. ScHoenemAN. | dislike to give vou the same answer, Congress- 
man Mills, but that question is another subject we are studying, and 
there are a great many things to be said about it on both sides. The 
subject of voluntary disclosure is a very difficult one for the Revenue 
Bureau to have and very definite policy on. The thing we cannot 
help keeping in mind all the time is that if voluntary disclosures are 
not properly handled, we are going to do great injustice to the tax- 
paver who files his return on time and makes a full statement of his 
income. IL think we have to be careful in considering the subject of 
voluntary disclosures to do no injustice to the honest taxpayer. 

Mr. Mituus. | will agree with vou. But if there is this amount of 
money that vou estimate is unpaid and it is utterly impossible to 
obtain sufficient agents to check every return, it would occur to me 
that we might well investigate all possibilities and study some pro- 
cedure to get the person to voluntarily disclose for the vear 1947 the 
amount of tax that is due or the amount he has failed to pay without 
running the risk of criminal indictment, 

Mr. ScuorNneman. Tam not saving that would not be the proper 
thing to do, because we still have our studies going along on that, 
but if the suggestions were adopted it might ultimately result in a 
very hazardous thing todo. If the taxpayer who is inclined to defraud 
the Government knows that periodically he can come in and make a 
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disclosure and keep out of jail, | think it would ultimately result in 
breaking down our collection system and result in advantage to the 
dishonest taxpaver. 

Mr. Minus. You have a difficulty there; [| know that. The collee- 
tion of taxes is largely a voluntary proposition, and it is up to the 
individual. When we begin to assess the honest taxpaver who does 
not make an error with a whole lot of additional taxes, | think we 
should concern ourselves that a fair amount be collected from all 
taxpavers. 

Mr. ScHoeNeMAN. | agree with you thoroughly. That is the very 
thing we are trving to accomplish. 

Mr. Minus. Voluntary disclosure is not my idea; it came from others 
on the committee during the consideration of the last tax bill. It 
does, however, appeal to me, and I hope before we complete considera - 
tion of this matter we may find a solution to that which either the 
Treasury or vou, vourself, can recommend to us. 

Mr. ScHoeNemMAN. It has always been the policy of the Bureau so 
far as our recommendations to the Department of Justice are concerned 
to recognize the merit of a voluntary disclosure when it is made by 
reason of a hurt conscience, Where the man is really stricken with the 
fact that he has not paid his proper tax and wants to come in and make 
a disclosure. That man is never going to be in difficulty with the 
Bureau of Internal Revenue. But it is pretty difficult to have a 
rule on voluntary disclosure which will cover every case. We have 
found in the past-—and we are continuing the study—that the handling 
of each case on its merits is probably the most advantageous one to 
the Government and to the taxpayer, having in mind both sides of 
the question, 

Mr. Minus. T understand the most difficult case vou have is to 
determine the correet amount of the tax liability of the individual 
who receives part of his income from following speculative pursuits. 
such as card games, horse racing, and so forth. Is that right? 

Mr. ScHoeNeman, It is very difficult to determine the proper tax 
or come close to it on people in the category vou are referring to. 

Mr. Minus. Is there anything Congress can do to help vou with 
that job? 

Mr. Schoeneman. We have thought that these studies we are 
making may lead to some recommendations to Congress for additional 
legislation. [do not know whether it would be along the line of vour 
question -what we could do to make people of that class file honest 
and adequate returns but we may have some recommendations to 
make along that line before we get through. 

Mir. Mines. You have authority to conduct investigations of that 
sort already —or at least the Treasury has—where there is a suspicion 
of fraud. 

\Ir. Schoeneman. We have a great many problems where we have 
to observe certain laws. In regard to opening safe deposit) boxes 
and things of that tvpe, we do not have a completely free hand, but 
we do have considerable latitude. 

Mr. Minus. Is it your opinion that there is considerable loss in 
that area? 

Mr. Scuoeneman. | do not think there would be any question 
about it. 
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The Cuarrman. Following up the questions propounded by Mr. 
Mills as to voluntary disclosure, 1 believe vou referred to the honest 
taxpaver who came in before he had been before the investigator or 
deputy collector, before they had brought him in to account, who 
came involuntarily and said to the Government he had made a mistake 
and had not reported his full income, is one class of taxpayer. As 
a matter of conscience or a matter of later knowledge, he discovers he 
owes more and honestly wants to account to the Government for what 
tax he owes. Then the other class is the one who comes in after the 
investigator or the deputy collector has looked into his return and 
who believes he is in trouble. 

Could you separate those two classes of taxpayers and let voluntary 
disclosure apply to the former class, but not to the class of taxpayers 
who have become alarmed by reason of the work of the investigator 
or deputy collector, and belatediv finds that to be the best way out of 
trouble? 

Mr. ScuHoeNeMAN. Neither vou nor 1 would feel any sympathy for 
the latter class, but as to the first class, where the man comes in and 
makes a disclosure that he has not reported his full income, if that is 
prompted by an honest desire to cooperate with the Government and 
relieve his conscience so that he can sleep nights, that class has no 
difficulty under the present svstem. 

The area where we do have difficulty is where the revenue agent or 
special agent is looking into certain records concerning the taxpayer 
and that knowledge has reached the taxpayer and has caused him a 
certain amount of concern. That gives the taxpayer an opportunity 
to get wind of it long before our man is ready. We do not think that 
man is an honest discloser. 

The Cuarrman. That gives vou an opportunity right there to dis- 
tinguish between the honest taxpayer and the dishonest taxpaver. 

Mr. ScnornemMan. That is right. We lean over backwards in cases 
of that kind. There are other cases where even after our men start 
investigations the taxpavers make disclosures, which they would not 
otherwise do. We consider those cases 

Mr. Minus. Right on that point, since vou brought it up, it is a 
hairline distinetion, as Tsee it, when a decision as to What motivates an 
individual to make a disclosure is within the province of the agent or 
collector to make. 

Mr. ScnoeNemMAN. | might say the taxpayer has no rights in this 
matter. 

Mr. Minus. But in either case, whether the man is honest or 
dishonest about coming to vou, he has waived his constitutional right 
to withhold information that might jeopardize him. Now, if the 
agent disagrees with the man’s motive. if he is as honest as he can 
be and has made a mistake and the collector or agent disagrees that 
the man is motivated by the very laudable purpose of going home 
and sleeping at night with a clear conscience, he is still waiving his 
immunity; is he not? 

Mr. Scooeneman. That is right. 

Mr. Minus. You can proceed against him for fraud, and it ts 
difficult for me to see how you could get many tndividuals to come 
into your oflice knowing the type of accounting to which he may be 
subjected 





REVENUE REVISION OF 1951 123 


Mr. ScHorNeMAN. I believe taxpayers in that class generally know 
if they come in and make a complete disclosure that in our treatment 
of them we lean over backwards. 

Mr. Mixus. I doubt if there is any lawyer anywhere who would 
recommend to his client—I may be in error—that he take some action 
that might subject him to a criminal indictment as a result of that 
action. That is what worries me. Many of these taxpayers have 
lawyers to advise them, and I certainly cannot conceive of an individ- 
ual risking a decision as to whether he is honest or dishonest in the 
opinion of an employee of the Bureau of Internal Revenue and taking 
a chance on whether he would be indicted or not indicted just by the 
way he impressed that agent. That is too great a risk to expect 
people to come in and make voluntary disclosures. 

The thought I have in mind is that, if there is any money in this 
area that can be collected, we must safeguard them in coming in and 
making such a disclosure. If we can get the money in any other way, 
let us get it, but if we cannot get the money without his making a 
disclosure that might jeopardize him and send him to the pentientiary, 
that is too much to expect him to do. 

Mr. Jenkins. Mr. Schoeneman, how long have vou been in your 
present position? 

Mr. ScooenemMan. | have been Commissioner since July 1, 1947. 
Ithave been in the Bureau of Internal Revenue, with the exception of 
2*vears’ interruption, since 1920. 

“Mr. Jenkins. You say you have been Commissioner since 

Mr. ScHoENEMAN. Since 1947—July 1. 

Mr. Jenkins. That is 5 or 4 years. 

Mr. ScHOENEMAN. Yes. 

Mr. Jenkins. And before that you were in the Bureau a good 
many years? 

Mr. ScHOENEMAN. Since July 1, 1920. 

Mr. Jenkins. Now, when you started in the Bureau, what was 
your position? 

Mr. Scooeneman. [ was Chief of Personnel of the Offices of Col- 
lectors of Internal Revenue. 

Mr. Jenkins. You came down here from New York? 

Mr. ScHoENEMAN. I came down here from Rhode Island. 

Mr. Jenkins. | am trying to get your past service and experience. 
In other words, practically all of your life, more or less, you have 
been connected with the Bureau of Internal Revenue? 

Mr. ScuoeneMan. Yes. I was in charge of the Collector's per- 
sonnel and Assistant Deputy Commissioner in the Accounts and 
Collections Unit, and for 15 years | was Deputy Commissioner of 
the Accounts and Collections Unit. I was then promoted to Assistant 
Commissioner of Internal Revenue and on July 1, 1947, became Com- 
missioner of Internal Revenue. 

Mr. Jenkins. The Commissioner of Internal Revenue is account- 
able to the Seeretary of the Treasury, L think. 

Mr. ScHOENEMAN. Yes, sir. 

Mr. Jenkins. In other words, the Treasury's work is divided into 
several branches, and the Commissioner of Internal Revenue is the 
Chief of this branch. 

Mr. ScuoenemMan. The Commissioner is the head of the Bureau of 
Internal Revenue and reports to the Secretary of the Treasury. 
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Mr. Jenkins. How do you divide your work; how is the Bureau of 
Internal Revenue divided as to responsibility? 

Mr. Schoeneman. We have, as a matter of organization, a deputy 
commissioner in charge of income tax, a deputy commissioner in charge 
of the aleohol tax, a deputy commissioner in charge of miscellaneous 
taxes, a deputy commissioner in charge of accounts and collections, 
and a deputy commissioner in charge of the social-security tax. Imme- 
diately under me are two assistant commissioners. There is also an 
assistant to the Commissioner, who is in charge of our management 
group. Another major branch of our organization is the technical 
staff. Then, of course, we have some smaller, although important, 
offices engaged in handling personnel and matters of that kind. 

Mr. Jenkins. You have, | think, two big departments. One has 
to do with the preparation and distribution of the blanks and instrue- 
tions to taxpayers and things like that; then you have a group that 
assists in making out the returns, and after that you have the group 
that collects. 

Mr. SenoeNnemMan. | probably did not properly answer your ques- 
tion. As we leave the Bureau in Washington and go into the field, 
we have field offices; we have collectors of internal revenue; we have 
revenue agents in charge; we have technical staff officers, supervisors 
of alcohol taxes, and officers of that kind — intelligence agents in charge. 
We have field branches, all of them answering to their respective units 
in Washington, 

Mr. Jenkins. Take a State like Ohio: You have about three or four 
district collectors. 

Mr. ScHoENEMAN. We have one each at Cincinnati, Cleveland, 
Columbus, and Toledo. 

Mr. Jenkins. My experience with vour assistants at the Columbus 
office has always been very satisfactory. In other words, | never 
have had much complaint with reference to the manner in which those 
men operate. It seems to me they are popular and sensible and 
reasonable. 

But coming to the point, I did not get to hear all of vour statement, 
and vou have no written statement? 

Mr. ScuorneMaN. | believe by now they have some copies up here. 
If they are not here now, they will be here in 5 or 10 minutes. 

Mr. Jenkins. What is the primary purpose of vour being here 
today? Is it to ask for more help? 

Mr. ScHoeNeMAN. No, sir. Tam here at the request of the chair- 
man of the committee in the thought that if we outlined how we 
approached our job, there would be a better idea on the part of this 
committee of just what we are doing in connection with the laws vou 
enact. 

Mr. Jenkins. You say you came up at the invitation of the chair- 
man. Of course, our chairman is always fair and invites everybody 
he thinks ought to be here. Of course, we are glad to see vou. 1] 
think every member of this committee is very much interested in this 
matter of collecting taxes, because we have to take the responsibility 
of lew ing taxes In other words, we have to enact the laws by which 
vou operate, and it would just be unfortunate if any big percentage of 
those who should pay taxes do not pay, because the burden is terrifi- 
cally heavy now on those who are paying. 
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Here is the point Lam coming to: have vou made any recommenda- 
tions as to how many additional employees vou should have? 

Mr. ScHhoeNEMAN. Yes, sir. 

Mr. Jenkins. Or are vou going to leave that to the committee? 

Mr. Schoeneman. No, sir. In my statement [ indicate the num- 
ber of additional emplovees contained in our present request: before 
Congress. That is already in the President’s estimate. We have 
indicated also the number we have asked for does not include those 
we may need as a result of the excess-profits tax law or any additional 
legislation. 

Mr. Jenkins. Here is what | would like to know: We are going to 
pass some sort of tax bill up here, from all indications, and people 
are more interested, | think, in what we are going to do more so 
than anv time I have ever seen before in the preparation of a tax 
bill. They are very anxious about it. It would relieve me, | know, 
if | knew how efficiently vou were going to collect these taxes that we 
are going to levy. And for that 1 would have to take vour opinion 
as that of somebody who knows, because | would not know about the 
details of those things. 

Are you going to be able to come up before us with a complete 
statement as to how many vou ought to have and be able to justify 
your request? 

Mr. Scuoeneman. Yes, sir. If we feel we need additional em- 
plovees or feel we can absorb additional emplovees, we shall not be 
backward on that score. We have not been in the past. 

I might mention another thing that seems to be of concern to you. 
We are very conscious of our responsibility in regard to the assess- 
ment and collection of taxes. We are constantly working on manage- 
ment studies—-methods of improving our procedures and enlarging 
the areas in which we can investigate efficiently. [can assure vou 
we will never stop on this study, because we feel unless we do our 
part well, the taxpayers will not believe in us. And from the view- 
point of the relationship with Congress and the public at large, 1 do 
not think the Bureau of Internal Revenue will ever stop in its efforts 
to improve its work, and | can assure vou it is being done today. 

Mr. Jenkins. The country is under the general impression that we 
have about twice as many emplovees as we need right now. 

Mr. ScuoenemMan. I do not think that can be true of the internal- 
revenue service, 

Mr. Jenkins. That is the point. In the first place, | do not know 
whether that is true with reference to any department, but vou know 
that is the accepted opinion that prevails throughout the country 
that we have about twice as many emplovees as we ought to have. 

Now, coming down to this work of collecting taxes——that is, whether 
it is efficient or inefficient —basically we start the procedure by the 
enactment of laws for collecting taxes, but vou are the fellows who 
have to get the money, and naturally IT would like to see vou as 
efficient as vou can be. 

Mr. ScHooeneman. | hope we have demonstrated to the committees 
of Congress, and particularly to the Ways and Means Committee and 
the Appropriations Committee, the fact that we have approached our 
job diligently and efficiently. We hope we have conducted ourselves 
in such a manner that when we ask for additional funds it is proof 
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that we can absorb them, because I de not think we will ever reach 
the point where we won't need additional employees, and I hope the 
Appropriations Committee has confidence in our recommendations. 
We do not want to increase our force just for the mere sake of increas- 
ing it; but, as we need additional employees, we will ask for them, 
and | hope the Appropriations Committee will have sufficient confi- 
dence in us to grant them. 

Mr. Jenkins. | hope you never come to the place where you 
consider a man efficient as measured by how much money he gets, 
where you start teams out and say “This month we want each team 
to get so many millions of dollars,” and so forth. I do not think 
that is the proper basis upon which you should proceed. I do not 
know whether you do that way or not. 

Mr. ScHoeNeMAN, lL agree with you. Yet one of the first questions 
we are asked by committees of Congress is, ‘How much additional 
revenue did you bring in with your men?” We do keep production 
ratings of the men and, if we did not, we would never be able to tell 
you or the Appropriations Committee or ourselves what we can do 
with these additional men. It is because of that fact that we do keep 
production records. But that a man’s success in our organization 
depends on his production record I can assure you is not true. 

Mr. Foranp. Mr. Schoeneman, I am glad to see you here today. 

Mr. Schoeneman. Thank you. 

Mr. Foranp. I want to say that Rhode Island is proud of you in the 
job vou have been doing. Although you and I do not agree on every- 
thing, still the people of Rhode Island are proud of you. 

Mr. Scuorneman. Thank you very much. 

Mr. Foranp. Right now the question uppermost in my mind has 
been discussed at quite some length. 

I believe you and your staff will recall I proposed what originally 
caused the discussion we had over voluntary disclosures sometime 
back. I am still of the opinion that the Bureau should devise some 
means, some way, of drawing a line of demarcation so that everybody 
would know whether or not he can come within the line of making a 
voluntary disclosure without being subject to criminal prosecution. 
I understood you to say that matter is still under consideration. 
Although you did not dwell specifically on that point, I hope that is 
one point that will be given serious consideration in your approach to 
this problem. 

Mr. SchoenemMAN. That is under discussion and is a part of our 
studies in that area. We have been studying the problem of what the 
adoption of certain policies on voluntary disclosure might do to the 
morale of honest taxpayers. 

Mr. Foranp. You should have something that would be definite 
to the point where everybody would know, if they met certain re- 
quirements, they would be on the right side of the fence, and if they 
failed to meet those requirements, they would be subject to prose- 
cution. 

Mr. Scuoreneman. If we could adopt a policy on voluntary dis- 
closure that would work all along the line, which would bring in addi- 
tional revenue and would not reduce the morale of the taxpayers who 
have complied with the tax laws without the medium of voluntary 
disclosure, we would be willing to do something along that line. It isa 
most difficult question to come to a decision on. 
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Mr. Foranp. I appreciate that, and I also appreciate the fact that 
all of us feel the same way. We do not want to let anybody escape 
through that avenue the just punishment that he deserves if he is a 
fraud. 

Mr. ScooeneMAn. The Congress enacted these laws and we started 
to administer them. We can see the purpose behind the law. The 
prosecution of a taxpayer who defrauds the Government should act 
as a deterrent. 

Mr. Foranp. Definitely so. At the same time, we are struggling 
to raise revenue, and | believe that this is a wide area that we can get 
into and collect a lot of revenue through the voluntary-disclosure 
method without permitting the frauds to get by. 

Mr. ScuoeneMan. Yes; if that could be done, the idea of bringing 
in the additional revenue would be good. 

Mr. Foranp. I hope that it will not be too long before you can 
come before us and say, ‘‘We have drawn the line of demarcation; 
here it is.” 

Mr. ScuoeNemMan. We are working on it constantly. 

Mr. Foranp. We are now working on the first bit of the tax bill that 
will run into some $10,000,000,000, and we are anticipating a bill of 
$6,000,000,000 more. Lf we could pick up $1,000,000,000 along the 
line through the voluntary disclosure method it would be very helpful. 

Mr. ScuoenemMan. | do not believe that you could do that in the 
immediate future. [| think it is such a difficult subjeet—just what 
policy you could adopt—that I would not want to give you any encour- 
agement along that line. [ would not want to give vou any encourage- 
ment as to what we could bring in by way of voluntary disclosures. 
You could put 10 people on that subject and they would come up 
with 10 different answers as to how you could approach it. 

Mr. Foranp. Then the committee could decide which one was 
the best. 

Mr. ScHoenemMan. | am afraid that even that would not give us a 
complete answer. It is a subject that vou could come up with 10 
different answers on, and every way you answer it vou are going to 
do an injustice to somebody. 

Mr. Foranp. | am still going to hold out in the hope that vou are 
going to work out something. 

Mr. ScuHoeNeMAN. We are going to continue our studies, | assure 
Vou. 

Mr. Foranp. The next point that | would like to touch on is the 
so-called production record of the emplovee. I can well appreciate 
how difficult it is to say that vou are going to have one of your agents 
go out and that he is going to bring in so much revenue, but | think 
that it was vour experience when you had a larger number of special 
agents out in the field that the income produced by them was $20 
for everyone invested, or something to that effect. 

Mr. Scooeneman. That is right, $20 to $1 invested. 

Mr. Foranp. That was a mighty good record. 

Mr. ScHoreNEMAN. Of course, we will probably exceed that pretty 
soon. 

Mr. Foranp. The unfortunate part of the whole procedure was, 
however, that after the Government spent considerable money in 
training these additional agents there was that cutback which resulted 
in your losing the men that vou had trained, and at the same time the 
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customers in the field were getting the benefit of a lot of tax consultants 
as to the whys and wherefores of the business, so naturally these men 
would go to the other side after the Government had paid for their 
training. I hope if we train these men we will be able to retain them 
in the Bureau so that we can get some benefit from the money that 
is invested. 

Mr. ScHoeneMAN. | hope so, too. When we train these men they 
become very valuable to us. Your concern is how to keep them. It 
was unfortunate that we had that reduction in our appropriation in 
1947. 

Mr. Foranp. [donot mind telling vou that about 2 vears ago, when 
I brought up the subject of going out and getting additional revenue, 
I received letters from former agents of the Bureau from various parts 
of the country, at least 10 or 15, in which the boys pointed out to me 
many so-called tricks of the game that they had learned in the Bureau 
and were passing on to their clients so as to make their task easier for 
them. That made me realize all the more the necessity for holding 
the agents once vou have trained them. 

Mr. ScHOENEMAN. It is very important to us to keep these trained 
men. 

Mr. Forvnp. Again, referring to the production record, | hope it is 
not the policy of the Bureau to hold against an individual agent the 
fact that his production of revenue is not as high as that of other agents 
unless he is given the same type of cases. 

Mr. Schoeneman. That is right. | might say that some of our 
best men are assigned to cases which result in no production. 

Take, for example, the men assigned to refund claims, and offers in 
compromise, they are our best men, and their production will show 
zero. They are assigned to those jobs because of their ability. 

Mr. Foranp. IT had two emplovees of the Bureau sometime back 
approach me on the subject, and they felt that the production record 
was being used to ease them out of the Bureau; that they were being 
given difficult cases to handle rather than an equal number of cases 
that would be good, thereby keeping their production record up. I 
hope if that is the case it will be remedied. 

Mr. ScuornemMan. There are some men who never seem to reach 
the point where they can be assigned to the most complicated cases. 
A study of the production records will be just one thing that the reve- 
nue agent in charge will consider in connection with a promotion or 
demotion of the emplovee. He will consider the number of investiga- 
tions made during the vear. He would know the character of the cases 
that he had assigned to the man and their complications, but with the 
man who has a low production record vear in and vear out, vou rather 
get a line on that kind of man just by the feeling of the thing rather 
than from the production record. 

Mr. Foranp. | appreciate that. The point I am trving to make 
is that I hope that method is not being used, the production-record 
method, to ease anvbody out of a job. 

Mr. ScHorNeEMAN. I can assure vou that it is not. 

Mr. Foranp. It could be used if there should be some personal 
feeling between the collector and the agent somewhere along the line. 

That is one thing that | would like to guard against if at all possible. 

Mr. Schoeneman. Of course, in 1947 when we had the reduction 
in force, we had to drop approximately 7,000 employees under civil- 
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service rules. We had to drop our war service appointees first: and 
then any further reduction had to come from those who were the 
least efficient. | hope that we will not be confronted with a redue- 
tion in force from now on. | hepe that we are facing an increase in 
our force, but we have very few men separated from the service for 
inefliciency because we have too much at stake; too much of an 
investment in them. They may suffer because of failure to receive 
promotion, but, generally speaking that would be the extent of their 
suffering. With the investment that we have in a man we work 
with him for a long time before we let him go. 

Mr. Foranp. | am sure that vou want to be fair. If conditions 
such as | have deseribed come to your attention, corrections will be 
made? 

Mr. ScHOENEMAN. Yes. 

Mr. Kean. [ would like to refer to a situation in the third New 
York district. 

I read in the press vesterday that Collector Johnson had refused to 
resign, saving that if he should resign vou should resign because vou 
also had a few people under you who had been dishonest. I under- 
stood the reason that vou were considering the resignation of the 
collector there was on account of general inefficiency, but now he has 
refused to resign. What is the situation at present? What is the 
next step? 

Mr. Scuoeneman. First | may say that Collector Johnson was not 
asked to resign because he had a few men under him who were 
dishonest 

Mr. Kean. 1 gathered so. 

Mr. Scuoeneman. The third New York district is a very important 
district. We are very anxious to keep our offices all running in an 
efficient manner. At no time—and | have been very careful about 
this—-have | charged the collector with any dishonest motives, nor 
have | questioned his integrity. Mr. Johnson is one of the most 
brilliant men we have. The office got to the point where there was a 
backlog in practically all the divisions. We assigned eight top men, 
trained in that kind of work, to bring the work up to date. That 
backlog was something that we were not proud of and it was our duty 
to correct it. 

When we first sent those men in we were hopeful when they brought 
the work current that Collector Johnson could then perform efficiently 
and keep the work current. But from the things that we have 
learned about the lack of management, the lack of leadership, the lack 
of delegation of duties on the part of Collector Johnson, it was my 
conviction that the distriet would never operate the same as other 
collection districts while he was in charge. 

I have no complaint about his honesty or his integrity, but T do 
not believe he has the quality of leadership that we need to keep the 
work current. 

Mr. Kean. What is the next step now that he has refused to resign? 

Mir. Schoeneman. | asked Collector Johnson for his resignation. 
As soon as the President can find a man who is believed capable of 
operating the affairs of the third New York district and nominates 
that man and he is confirmed by the Senate, that will automatically 
give us a new collector in the third district of New York. 
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Mr. Kran. Mr. Schoeneman, in making general appointments, do 
you think that there is more political pressure to place men and keep 
them in key positions than there was in the past? In other words, 
does a man have to be cleared by the Democratic National Committee 
in order to get a key position in the Bureau? 

Mr. Schoeneman. No, sir. I might say, first, that the collectors 
of internal revenue are Presidential appointments. Those appoint- 
ments are made by the President. 

Mr. Kean. Those are political appointments? 

Mr. Scnorneman. They are Presidential appointments. As 
far as the rest of the Bureau is concerned, where a vacancy has 
occurred, I have selected the man that I thought was best fitted for 
the job. LI have never had any interference. 

Mr. Kean. I suppose that vou do get recommendations, but they 
have not interfered with vou. : 

Mr. Scnoeneman. I do get recommendations, but when I make a 
selection, with the approval of the Secretary, I select the man I think 
is best qualified for the job. 

Mr. Kean. The Secretary yesterday suggested that if we avere 
going to withhold interest, we also would have to withhold interest on 
EK bonds. That would be a very difficult thing on account of the fact 
that there are two options under E bonds. One option is that a person 
reports his collections currently, but a great majority of the people 
sort of hope that they will never have to pay and are going to pay it 
at the end. | 

What the Secretary said in response to a question by me was that 
they would withhold at the end, but it seems to me it would make a 
very complicated situation. What do you think about that? 

Mr. Scuoeneman. | have not explored that subject personally. I 


have with me Mr. James R. Turner, member of our management 
staff, who may be able to give you some information on that subject. 


STATEMENT OF J. R. TURNER, MANAGEMENT STAFF, BUREAU OF 
INTERNAL REVENUE 


Mr: Turner. Congressman, the method that we have been explor- 
ing with members of Mr. Stam’s staff would involve applying a flat 
withholding rate to the interest element at the time the bond is 
cashed. 

Mr. Kean. How about the people who have reported the income 
annually? 

Mr. Turner. They present a problem which would be met in one 
of two ways: First, it would be possible, although quite involved, 
for those people to be relieved of withholding at the time they re- 
deemed the bond. 

The method that looks most feasible as of now would be to nonethe- 
less withhold and allow them credit. Most of those people are in the 
income category where they are filing declarations, and they would 
anticipate the amount of tax withheld, just as you anticipate the 
amount of tax to be withheld from your salary. 

Mr. Kean. You would not eatch that. It would be up to them 
to ask for a refund. 

Mr. Turner. No; they would anticipate it. Let us assume in 
1952 they anticipated that certain bonds would mature and they 
would redeem them. 
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Mr. Kean. Yes. 

Mr. Turner. In preparing their declaration of estimated tax in 
March of 1952 they would anticipate the amount of tax to be with- 
held and claim it as a credit on their declaration of estimated tax 
filed in March of 1952, just as they anticipate the tax to be withheld 
from salaries and wages throughout 1952. 

Mr. Kean. Of course, so many of these E bonds have been seld 
to little people. Perhaps some of them would not have to pay an 
income tax. It seems to me that the method would be a little bit 
more unfair in this case than it would be with reference to the divi- 
dend tax because they would never ask for a refund. That is one 
thing that bothered me, though | voted in favor of the dividend 
withholding tax. That thing can bother me—-that there are a lot of 
little people who would never take the trouble to get refunds and that 
the Government is going to have money that it is not entitled to. 

Mr. Turner. We are concerned about that very problem, and I 
think most everyone will agree that the problem is exaggerated, as 
you extend withholding to interest. We are exploring the possibility 
of relieving the most severe hardship cases by a system which would 
involve refunds before the end of the vear. We have not gone too 
far on that project, but that is one possible answer. 

Mr. Kean. Of course, the way this was planned before these people 
would always lose 1 year’s interest. By the time they get the refund, 
ordinarily, the year would be practically over and they would lose 1 
year’s interest. 

Mr. Turner. If it were extended to interest, we would give con- 
sideration to a system of refunding before waiting until the annual 
return is filed. We have considered, for example, the possibility of 
a very simple claim to be filed some time after July 1 of the current 
vear so they could get back shortly after July 1 the interest withheld 
during the first 6 months. 

Mr. Kean. Thank vou. 

Mr. Minus. Mr. Camp. 

Mr. Camp. I only want to get this information, Mr. Schoeneman. 
Does vour office have sufficient collectors to collect the taxes? 

Mr. ScHOENEMAN. Do you mean collection after assessment? 

Mr. Camp. Are you short-handed? Do you have enough men in 
the field to collect the taxes? 

Mr. ScHoenemMan. To assess and collect? 

Mr. Came. To collect the taxes. 

Mr. ScHoeNeEMAN. In my previous statement I indicated that we 
had asked for additional emplovees. 

Mr. Camp. Do vou not have emplovees in other branches of vour 
office that vou could send to the field by reorganizing the office in 
Washington and elsewhere? 

Mr. ScHoenemMan. There are many improvements that have been 
made in our service. We have spent a great deal of time in the past 
2 or 3 years on management studies of our office duties, which we 
refer to as our housekeeping duties—the receipt of returns and the 
deposit of receipts, the recording of the return and the preparation 
of assessments and schedules of refunds. Those are referred to as 
housekeeping duties. 

We have adopted a great many new procedures in our offices. We 
have gone in for mechanization to a great extent. As a result of 
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those improvements in our procedure last vear we were able to assign 
657 of the men who had been in housekeeping duties over to enforce- 
ment work. Those studies are continually being made. We have 
been able to find short cuts in our procedures on housekeeping, and 
that will make it possible to release more of the men from the inside 
to work on the outside to investigate the returns. 

Mr. Came. I feel that this is one office that we should keep absolutely 
complete; that vou should have all the help vou need, and I feel when 
you reorganize vour office you should put as many in the field as vou 
ean. Then if vou still need them vou should come here and ask this 
committee and we will give them to you. 1 think we need to collect 
all that is coming. 

Mr. ScHoOENEMAN. | appreciate vour suggestion. 

Mr. Came. I think if vou do not have enough vou ought to come 
here and ask for more and be able to tell us where and why vou need 
them, and | think that Congress will give them to you. 

Mr. Schoeneman. | appreciate vour suggestion. We have two 
ways of increasing our investigative force: One is by so improving the 
work inside the office that we can release people for investigative work ; 
secondly, by appropriations from Congress. | appreciate your sug- 
gestion along that line. 

Mr. Curtis. | want to inquire about the costs of collecting. One of 
the excise taxes that have been recommended by the Secretary of the 
Treasury | would like to inquire about. [| refer to the proposal for 
20-percent tax on a shampoo that has 5 percent or more soap in it. 
How are vou going to tax some soap and not other soaps. Lf somebody 
advertises that a certain bar of soap is good for shampooing the head 
and we accept this proposal, will we not be putting a tax on soap? 

Mr. Scuorneman, If such a law is enacted by the Congress, we 
would immediately go through the preparation of the regulations that 
would be designed to outline to our fieldmen their approach to the 
particular subject. | have not made any study of it. | am sorry 
that I cannot more adequately answer vour question, 

Mr. Curtis. The Secretary repeated a couple of times in the field 
of retail excise taxes it was confined to luxuries. Certainly a clean 
scalp is not a luxury, is it? 

Mr. SenorNeman. I think that the natural answer to that question 
would be—ecertainly not. Lam not prepared to discuss the Secretary's 
recommendation. | am really here in connection with the administra- 
tion of the tax laws 

Mr. Curtis. | think that this is going to create a tremendous 
administrative and costly problem 

Now, the Secretary's statement has a table that indicates we can 
pick up $3,000,000,000 in revenue from this. 1 am not unmindful of 
the facet that Congress never directly taxed all the articles that a 
mother has to have to take care of the babies, but it has come about 
through an interpretation of toilet preparations. 

I want to know if we accept the Secretarv’s proposal will we not 
be putting a tax on all soap and thus taxing cleanliness? 

Mr. ScHorNEMAN. Lean only say there has not been a law enacted 
by Congress that the Bureau of Interpal Revenue has not gotten 
behind, prepared regulations on which can be adhered to, and | have 
sufficient confidence in the Bureau of Internal Revenue and its 
management staff, and the people who design regulations, to feel that 
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we will be able to administer the laws enacted by Congress in the 
future as we have in the past. 

Mr. Curtis. | wonder who it is in the Treasury Department who 
has it in forthe woman. I would guess that 99 percent of the women 
have to use shampoos to keep their sealps clean. We have already 
taxed everything that a woman buys. We have had some drastic 
appearances here concerning their purses. They say that women’s 
clothes are made without pockets. We do not tax men’s pockets but 
we tax womens purses. 

It seems that about the only place where the administration has 
suggested we go out and put a real excise tax on a necessity is on 
another tax on the women. I was just wondering if vou had any 
indication there is some particular drive against the women. 

Mr. Scnoeneman. | have had no indication along that line. I 
might state again that Lam not prepared to discuss subjects of this 
kind. 

Mr. Curtis. Tam not able to defend them. 

Now, a question about interest withholding. Would that apply to 
evervbody that paid interest? 

Mr. Turner. Congressman Curtis, the studies that we have been 
participating in with the joint committee staff are at this stage —there 
are certain areas of interest that we know withholding is not feasible 
for. Among them are all interest payments made to individuals by 
other individuals, or all interest payments made to business organiza- 
tions by individuals. 

Mr. Curtis. In other words, if some individual of low income 
borrows $25 from a bank and the note comes due and he owes $1.20 
interest, they willfsend 12 cents to the Bureau? 

Mr. Turner. No. I tried to indicate that we would not think 
of extending withholding to interest payments made by individuals. 

Mr. Curtis. You would not? 

Mr. Turner. We would not. 

Mr. Curtis. And not on mortgages? 

Mr. Turner. Not as between individuals, Our studies are not 
contemplated that way. 

Mr. Curtis. That is all. 

Mr. Mitus. Mr. Keogh. 

Mr. Keocu. | would like to announce the presence here today of 
a distinguished New Yorker and a fellow Brooklynite, in the person 
of Assistant Commissioner Daniel Bolich, who has served in the 
Bureau for many vears and whose career there, | am sure, is an 
inspiration to many of his fellow employees as it is to us who know 
him. 

Commissioner Schoeneman, I would like to ask vou about the third 
district in New York. What is the revenue produced in that office, 
on the average? While vou are looking up the figures, perhaps you 
might answer me—how long has Collector Johnson held that position? 

Mr. ScHoenemMAN. He was appointed collector in 1943, and before 
his appointment as collector he served several vears as assistant 
collector. 

Mr. Kreocu. Under how many Commissioners of Internal Revenue 
did he serve? 

Mr. ScHoOENEMAN. Four, as assistant collector and collector. 
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Mr. Keocu. Can you tell us for the record how many employees 
are in the office? Before vou do that, tell me how many offices you 
have in the district? 

Mr. Scuoeneman. In New York City? 

Mr. Keocu. No. I mean how many collectors’ offices do vou have 
in the third district? How many buildings are they located in? 

Mr. ScHoeNemMaAN. Three different buildings. 

Mr. Keocu. Do vou know how many employees there are emploved 
in the collector's office in that particular district? 

Mr. ScHoOeENEMAN. 785, including 64 temporaries as of December 
1, 1950. 

Mr. Krocu. It is one of the largest in the country, is it not? 

Mr. ScHoeneman. It ranks eighteenth in importance in the country. 

Mr. Keocu. On what standard? 

Mr. ScHoeneMan. On the basis of the number of returns field. 

Mr. Keocu. How about the revenue? 

Mr. ScHoeneMAN. For the vear 1949 the collections in the third 
district in New York were $2,905,852,903. 

Mr. Kerocu. How does it rate in comparison with the collections 
made by the other offices of the country? 

Mr. ScHOENEMAN. Second. 

Mr. KeoGu. Second in the country? 

Mr. ScHOENEMAN. Yes. 

Mr. Keocu. Was not that district the subject of some inquiry by 
a subcommittee of this committee last vear? 

Mr. Scuoeneman. The latter part of December; ves. 

Mr. Keocu. And no report has been filed by that subcommittee 
vet, has it? 

Mr. ScHornemMAn. Not as far as I know. 

Mr. Keocu. Was the action referred to by Mr. Kean a correct 
statement of what has taken place? 

Mr. ScHoenemMan. With reference to my request for the collector's 
resignation? 

Mr. Krocu. Yes. 

Mr. Scuoeneman. That ts true. 

Mr. Keocu. Are the men that vou sent to the district to help out 
still there? 

Mr. Schoeneman. These men that we sent into the third New 
York district to bring the work current are still there. If vou are 
referring to my conclusion about a change in the collector, my decision 
has been made. 

Mr. Keocu. Do you have statistics on the number of returns filed? 
Let us sav over the last 7 vears. 

Mr. ScHoenemMan. May I supply that for the record? 

Mr. Keocu. I would like very much to have the number of returns 
filed, the annual yield, and the number of employees in the collection 
district. 

Mr. SecnoeneMan. For how many vears? 

Mr. Keogu. Let us say for the last 7 vears. 

Mr. Schoeneman. We will be glad to do that. 

Mr. Keogu. That would be the 5 years in which the present col- 
lector was collector, and the time that he served as assistant collector. 

Mir. Schoeneman. We will furnish the information. 

(The information requested is as follows:) 
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Number of returns filed, total internal revenue collections, and number of positions in 
third Ne w York collection district for fiscal years 1943 through 1950 


Number of 
wuthorized 
positions ! 


Total number = Total int 
of returns filed ert 


1, SOS, 112 . 7 "7 
, 947, 621 G05, 852. GOS 
, O45, TA , 245, WO4, OS 

2, 243, 510 +, 146, 366, 136 
. US, 3, 221, GSO, 556 
, S52, 249 2, W94, 463, 50S 
. 756, 655 2, 637, 310, 244 
, 258, 1, 415, 886, 290 


' The authorized positions shown are as of the end of the fiscal year and do not include positions 
on a temporary basis 


Mr. Keocu. Do you have a system in the Bureau of rating col- 
lectors and giving them efficiency ratings? 

Mr. ScHOENEMAN. No; we do not have an individual efficieney 
rating for our collectors. A record of that kind for our 64 collectors 
would be unnecessary. ‘Ve feel like we are close enough to the 64 
collectors to be able to tell without efficiency ratings their value to 
the service, 

Mr. Krocgu. You mentioned the backlog up there. What is that? 
What is your definition of a backlog? 

Mr, ScHoeENEMAN. Accumulation of work which should have been 
performed in the third New York district, and has been performed in 
the 63 other collection districts. 

Mr. Keocu. Do you have a record of the number of those cases 
that are pending, or not complete? 

Mr. ScHoENEMAN. We presented them to the subcommittee of the 
Ways and Means Committee. We submitted a memorandum as to 
the character of backlog we had in that district at the time that we 
decided to assign these men to bring the work current. I shall be 
glad to furnish a copy of that to you, 

Mr. Keocu. I would like to have that, if vou please. 

(The information requested follows:) 

DeceMBER 20, 1950. 
Hon. Water A, Lyncu, 
Chairman, Subcommittee of the Ways and Means Committee, 
House of Representatives. 


My Dear CuatrMan: Reference is made to your recent statement that your 
subcommittee would like to have made available to it a!! reports bearing on condi- 
tions in the third New York internal revenue collection district, as well as the 
files reflecting steps and actions taken to remedy such conditions. 

I am submitting herewith a statement which has been prepared for the purpose 
of giving your subcommittee a concise history of the situation in the third New 
York district, as well as information as to the progress made in connection with 
the Bureau’s efforts to bring about necessary improvements. For reasons out- 
lined in the attached statement, it is felt that its contents will serve the same pur- 
pose as would an examination of the Bureau’s files, with a saving of much time to 
the members of your subcommittee, 

Very truly yours, 
1E0. J. SCHOENEMAN, Commissioner. 
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IN RE Request OF THE SUBCOMMITTEE OF THE Ways AND Means ComMITTER, 
House or Representatives, Tuar Rerortrs ro tHe Bureau or INTERNAL 
TEVENUE CONCERNING UNSATISFACTORY CONDITIONS EXISTING IN THE THIRD 
Disrricer of New York anp Reports or AcTions AND Steps Taken To 
Improve Conpirions, Be Mape AvatLarRLe ror Its Examination 


Through the years, the Bureau at Washington has been kept appraised of 
conditions in the third New York district through the medium of written reports 
prepared by the supervisors of accounts and collections covering their examina- 
tions of the district, reports of special agents of the Intelligence Unit covering their 
investigations of employee misconduct and verbal reports of the supervisors 
made from time to time calling attention to individual situations requiring cor- 
rection. The written reports in addition to being voluminous contain references 
to internal revenue forms and terminology and include many tables, schedules, 
and accounting exhibits which would be largely meaningless to one who is not 
familiar with them. Feeling that the members of the subeommittee would find 
it burdensome to peruse all of the written reports, the Bureau begs to submit the 
following material designed to set forth in a chronological and orderly fashion the 
developments over the past 6 or 7 vears. 

During the war vears and immediate postwar vears all collectors’ offices found 
themselves in the same diffieult situation, as many other governmental agencies 
found themselves—that of keeping their organizations fully and adequately 
staffed. While many capable and deserving people were employed, it is a fact 
that the personnel as a whole available to us during these vears did not measure 
up to a normal standard. In addition to this there was naturally a large turn- 
over in personnel due to demands of the military service and to more attractive 
employment opportunities outside of the Government service. The combina- 
tion of these conditions resulted in what might be termed substandard conditions 
generally throughout the service and we were forced to overlook many short- 
comings that in normal times would have been corrected. On top of the diffi- 
culty of reeruiting and maintaining a satisfactory and adequate personnel the 
Bureau was called upon to administer the wartime taxing statutes including the 
Current Tax Payment Act of 1943, involving the withholding of income tax at 
the souree, the estimated tan filing requirements, ete. Millions of refunds had 
to be scheduled each vear in a short period of time so as to return promptly to the 
taxpayers amounts which had been withheld or otherwise paid in excess of their 
liabilities and, also important, to save interest on these refunds. 

Considering all of the problems confronting the Bureau, it is a fact that we 
emerged from World War IT in much better shape than we did from World War I. 
Following the close of World War I there were 57 of the 64 collectors’ offices out 
of balance — that is to sav, the accounts on the general ledgers were not in balance 
with the accounts on the taxpayer or customer ledgers. It was necessary to 
assign crews of specialists to all of these 57 offices to trace back, locate the differ- 
ences, and adjust them. This required a period of several vears; in fact it was 
not until in the late 1930's that the books of one of these offices were finally 
brought into balance At the close of World War II the books of each and every 
collector's office were in balance and the majority of them quickly pulled out of 
the maze of difficulties resulting from the wartime problems. By 1947 all of the 
offices with the exception of Third New York were operating on what might be 
termed “an even keel.’ However, 1947 did not see the end of the troubles in the 
Third New York District. At this point, the admission must be made that the 
office was not in good shape when Collector Johnson took over in 1943. He 
inherited troubles as well as some not so good personnel, including some kev 
personnel. Nevertheless, it is also true that conditions did not improve under 
his administration; they became steadily worse and grew no better even in 1947, 
1948, and 1949 when employment and other pertinent conditions were better, 
Under date of November 3, 1948, following receipt of a report from the Supervisor 
of Accounts and Collections, a letter was addressed to Collector Johnson calling 
his attention to various unsatisfactory conditions and impressing upon him the 
absolute necessity for effectual, remedial action. The services of the Supers isors 
of Aecounts and Collections were offered to assist in bringing about improvements 
and in addition a foree of 50 temporary employees was authorized to assist in 
clearing up the several backlogs of work that had accumulated. 

In addition to the letter which the Bureau addressed to the collector, the 
Supervisor of Accounts and Collections in charge at that time held many con- 
sultations with him all for the purpose of calling his attention to unsatisfactory 
conditions and urging corrective action. All of these efforts produced no appre- 
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ciable results. The difficulty in the third New York district may be attributed 
to two major weaknesses: (1) Substandard supervision and direction and (2) poor 
discipline and low employee morale. The situation which developed over the 
years in the district and the action which the Bureau has taken within the past 
vear to bring about an improvement do not reflect at all on Collector Johnson's 
honesty, integrity, or his technical abilitv. He is well versed in the requirements 
of his position and has a broad knowledge of the taxing statutes and related regula- 
tions. The important thing, however, is that he apparently lacks the administra- 
tive ability necessary to vet the job done. 

Much unfavorable publicity was directed by the press in New York City to the 
third New York district \ brief résumé of press criticisms is given ! 
July 22, 1946-—New York Journal-American: Charles Ginsberg, former deputy 

collector, third New York, indicted for bribery. , 
October 26, 1946—New York Sun: Four indicted in income-tax bribery case; 

Abraham Meller, Jesse Miller, Julius J. Friedman; third New York. 

January 21, 1947—-New York Times: Tax trial begins; Abraham Meller, former 
deputy collector, third New York: Jesse Miller had pleaded guilty to one count; 
Julius J. Friedman has pleaded guilty to three counts. World-Telegram: Income 
tax returns on exhibit; the World-Telegram’s disclosure of how highly con- 
fidential, completed income tax returns have been treated in at least one 
internal revenue office in this citv has started a quick and needed official action 
both here and in Washington. 

June 20, 1949 —New York Daily News: Tax collector indicted over blonde 
dealing: James A. Bessel). 

October 20, 1949-—-New York World-Telegram: Five United States tax agents 
suspended in 850,000 shake-down probe. 

February 18, 1950—Herald Tribune: Court heard Ovington’s filed no tax for 5 
vears; attorney for Ovington’s Gift Shop, 435 Fifth Avenue, testified firm had 
filed no franchise or income-tax returns for last 5 vears; no withholding tax 
since April 1947; and no excise tax since November 1947. Filed papers to 
reorganize. 

March 4, 1950-——New York Times: Tax chief and four aides indicted in $12,350 
extortion plot here; William A. Ganev, James A. Bessell, John A. Galgano 
Thomas Cannon Jr 
There follows a summary of the action taken with respect to the former deputy 

collectors who were charged with bribery and extortion: 

Abraham Meller: October 28, 1946, suspended pending investigation. January 
25, 1947; removed from rolls. Failed to refute charges of solicitation and 
acceptance of bribe Sentenced to 2 vears and fined $10,000, 

Jesse Miller: October 28, 1946, suspended pending investigation. January 25, 
1947 removed from rolls. (Failed to refute charges of solicitation and accept- 
ance of bribe.) Sentenced to 6 months. 

Julius J. Friedman: July 12, 1946, suspended pending investigation. October 5, 
1046, removed from rolls. Jury returned a two-count indietment, charging 
him with demanding and accepting a bribe. Received suspended sentence 
and 3 vears’ probation 

James A. Bessell: June 20, 1949, suspended pending investigation August 26, 
10490, removed from roll- Solicitation and acceptance of a bribe. Put on 


weiOow* 


probation LO vears 

Wiiliam A. Ganey: September 28, 1949, suspended pending investigation. May 
9, 1950, removed from rolls. Sentenced to 5 vears and fined $14,350. 

Anthony V. Fiseella: September 28, 1949, suspended pending investigation, 
Mav 9, 1950, removed from rolls.  Senteneed to 2!) vears and fined $2,500. 
John A. Galgano: September 28, 1949, suspended pending investigation. May 9, 
1950, removed from rolls. (On charges of bribery, sentenced to 2 vears;: fined 
$2,850. Imposition of sentence suspended and 5 vears’ probation to commence 

upon completion of sentence currently being served.) 

Thomas J. Cannon: September 28, 1949, suspended pending investigation, 
May 9, 1950, removed from rolls. (On charges of demanding and accepting a 
sum of money. Sentenced to 18 months: fined $2,500 
In addition to the matters which gave rise to the unfavorable publicity, which 

needless to say was highly embarrassing to everyone, many phases of the everyday 

workload became sadly in arrears. Taxpayer elaims for refund and abatement, 
amended returns, taxpayer correspondence and Washington correspondence 
backlogged and complaints regarding delays on the part of the office in processing 
these claims, returns, and correspondence were numerous. De-pite the fact that 
the collector's office had a substantial force of income tax auditors on the rolls, the 
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audit work was practically neglected in favor of routine processing operations, 
The Wage and Excise Tax Division neglected much of its highly important work. 
For example, it failed to prepare and issue delinquency notices covering social 
security and employment tax returns due and not filed for various periods; it 
failed to keep current the addressograph plate file (covering employers subject to 
the filing of withholding and social security tax returns) by removing plates 
representing employers who had gone out of business and in preparing and insert- 
ing plates representing new employers. It did not follow through to obtain excise 
tax returns from employers who were delinquent in reporting and paying this 
class of tan. 

In the Comptroller’s Division postings to taxpayer accounts on the assessment 
lists were allowed to become increasingly in arrears making it extremely diffieult 
to keep the taxpayer ledgers in balance with the general ledger accounts. This 
delay in posting also resulted in the issuance of many erroneous bills and warrants 
and delaved the actual service of warrants covering accounts which had not been 
paid, causing much additional and unnecessary field work. 

The problem of poor employee morale and the apparent inability to secure the 
best possible efforts of the collector's employees throughout the office was well 
demonstrated by a list furnished to show the large number of employees who had 
taken leave without pay; that is, leave in excess of the liberal annual and sick 
leave allowances granted to Federal employees. For the period from June 1, 
1948, to May 31, 1949, exclusive of maternity leave, the list showed leave without 
pay taken by 58 employees. Of this number, 34 had taken in excess of a hundred 
hours, 10 had taken over 500 hours, and 2 were shown as having taken over a 
thousand hours of such leave during this period. During the 12-month period 
ended May 31, 1940, leave without pay (including maternity leave) taken by the 
employees of this collector's office aggregated 18,807 hours, or 2,351 man-days. 
turing the 5 months from June 1 to October 31, 1949, such leave was taken in 
the total of 8,796 hours. This was indicative of an attitude that would not be 
tolerated in an ordinary business office. Indifferenee to tardiness, the taking of 
excessive lunch periods and early departure from the office were inexeusable and, 
in view of the condition of the work, was especially reprehensible. It was indi- 
cated that efforts of the colleetor’s office to correct the indifferent attitude of the 
employees to their duties and responsibilities had been weak and ineffective. 

The end of 1949 saw no improvement in conditions in the Third New York 
District and it was decided by the Bureau that the time had arrived to take 
definite and forceful remedial action. The situation was reported in detail to 
Secretary Snyder by memorandum addressed under date of February 27, 1950. 
With the Secretary's approval, Collector Johnson was directed to report to the 
Bureau at Washington for a conference on Tuesday, March 7. This conference 
was held in the Commissioner's office and was attended by the Commissioner, 
Assistant Commissioner Bolich, the collector, a representative of the Commis- 
sioner’s management staff, and representatives of the Accounts and Collections 
Unit. It was agreed at the conference that drastic action was necessary and 
under date of March 16, 1950, a letter was addressed to Collector Johnson advising 
him that a group of Supervisors of Accounts and Collections would be assigned to 
his office beginning Tuesday, March 28, to take over the administrative direction 
of the district. 

The supervisors reported as directed and took up their assignments in the several 
divisions of the district. They found conditions to be even worse than the reports 
had indicated and immediately took active steps toward improvement. The 
work of the chiefs of the various divisions was carefully analyzed so that despite 
backlogs no hasty action looking toward dismissal or reassignment would be 
taken. 

Consistent and close contact was maintained with the Bureau by the supervisor 
in charge. On July 20, 1950, he and certain members of his group came to the 
Bureau to report. Thev repeated that conditions were found to be worse than 
previous reports had indicated; that the only division of the office functioning in 
even a fairly satisfactory manner was the Cashier’s Division; that the assistant 
collector and chief office deputy were not actually fully functioning as such; that 
they had found the heads of the Income Tax, Wage and Excise, and Comptroller's 
Divisions incapable: that the Chief of the Field Division had net been permitted 
to function as such; that the emplovees attached to the Audit Division were for 
the most part untrained and inexperienced in audit work; that discipline in the 
office was very poor: that the morale was low. During the period the group had 
been directing the operations the discipline had improved greatly. The assistant 
collector was given desk space in the room with the supervisor in charge to learn 
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what was going on and how to manage it. This was done with the knowledge of 
the collector. The administrative direction in the several divisions has improved, 

While the Cashier’s Division had been functioning better than the other 
divisions, its Operations were being improved under the direction of the head of 
that Division. The Chief of the Income Tax Division had resigned and his 
vacancy filled by an individual believed to be capable. The Chief of the Wage 
and Excise Tax Division had been transferred to the Field Division and his 
vacancy filled by the former Assistant Chief of the Division, also selected after 
thorough consideration of his qualifications. The improvement in the organiza- 
tion and management of the Wage and Exeise Tax Division has been so marked, 
it is safe to say that in a short time it will stack up with that of any other district 
in the country. The Comptroller had been transferred to the Field Division and 
his vacaney temporarily filled by detail of a Supervisor of Accounts and Collections 
thereto. Other changes involving lesser key jobs have been made. 

The Income Tax Audit Section has been reorganized and its personnel schooled 
in income tax law, regulations, and governing procedures. An audit chief from 
another collector's office was assigned to the Division for a period of several weeks 
to direct the reorganization and to instruct the supervisory employees in audit 
operations, 

The Field Division, that which includes the deputy collectors, has been over- 
hauled—the chief field deputy is allowed to operate as such, some changes have 
been made in lesser key positions, schools of instruction have been held, work 
assignments are made in an orderly fashion, and proper direction is given. The 
men are working and the force as a whole appears to have taken a new lease on 
life. 

Employee morale appears to be much higher and there has been tremendous 
improvement generally in the organization and in the operations of the district. 
However, there appears to remain an underlying fear on the part of the employees 
that the new spirit will deteriorate as soon as the supervisors leave and that the 
office will fall back into the same old rut. 

It has become evident that despite the honesty and recognized capabilities of 
Collector Johnson, he does not possess the edministrative ability to satisfactorily 
direct the operations of the distriet. On November 30, 1950, he was asked to 
submit his resignation, which, however, to this writing has not been received. 

While several of the supervisors of accounts and collections who were included 
in the group originally assigned to the third New York district have been returned 
to their designated posts of duty, there are still five of the men remaining on 
this assignment whose services can ill be spared indefinitely from their own 
divisions. It is essential in the interests of the service as a whole, and of economy, 
that these assignments be terminated as soon as possible. However, the Bureau 
does not feel that it can safely do this until such time as the third district is 
headed by a man who can be depended on to properly and capably administer 
the affairs of the district to the end that the good that has been accomplished 
during the last 9 months will not be dissipated and conditions allowed to return 
to their former unsatisfactory state. 

It is hoped that the foregoing adequately sets forth the action taken and 
progress made by this Bureau in effecting the necessary improvement in the 
direction and operation of the third New York district. However, if any further 
information is desired, this Bureau will endeavor to supply it. 


Mr. Minus. We will recess until 2:30 o'clock this afternoon. 
(Whereupon, at 11:55, the committee recessed until 2:30 p.m.) 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., pursuant to recess.) 

The Cuatrman. The committee will please be in order. 

At the recess the Commissioner of Internal Revenue, Mr. Schoene- 
man, was stillon the stand. Mr. Eberharter. 

Mr. Esernarrer. Mr. Commissioner, in your testimony this morn- 
ing vou indicated that the Government was losing between 1 and 1.5 
billion dollars in uncollected taxes. First I would like to have you 
tell us how did vou arrive at that estimate; did wou use anv particular 
method or is that n sort of guess? 


79120—H1 pt. 1 10 
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Mr. ScuoeneMaN. In my statement | indicated that the estimate 
of uncollected tax was somewhere between | and 1.5 billion dollars. 
That estimate was arrived at—first, | might say, that the individual 
iIncoeme tax estimate was S$900,000,000, 

Mr. Exernarrer. | mean, what method did you use in arriving at 
that amount; just what method did you use? 

Mr. ScHoeNeMAN. I testified this morning that the audit contro! 
program we had in the Bureau for the tax vear 1948 was confined to a 
sample audit with regard to individual income tax returns. As the 
result of the sample audit we got a pretty accurate estimate of what 
we were losing in the way of individual income taxes, that is, about 
S800 ,000 000. 

Now, as to the corporation tax and the excise tax the approach to 
that is a little bit different and had to be more of an estimate, and is 
not as accurate an estimate, | would sav. It is less accurate rather 
on the corporation taxes and the excise taxes but still is a conservative 
estimate. 

Mr. Esernarrer. But vou feel that the individual taxes, the 
method used as to individual tax returns ts a fairly accurate estimate, 
but vou cannot say that as to the corporation and excise taxes; is 
that the idea? 

Mr. Scnoeneman. | would say that the estimate on corporation 
and excise taxes was a fairly conservative one, but | have more con- 
fidence in the accuracy of the $8900,000,000 estimate that we sub- 
mitted on income taxes of individuals. But [I do believe that the 
estimate, as far as excise and corporations, can be supported. 

Mr. Eneraarrer. | do not reeall the figures. What was the 
estimate of the loss on corporations? 

Mr. SCHOENEMAN,. $200,000,000 on corporations. 

Mr. Exernarrer. And on excise taxes? 

Mr. SCHOENEMAN. $100,000,000. 

Mr. Evernarrer. [ believe vou had a table here this morning 
which showed the estimates from nonpayment of taxes of various 
individual groups, that is income groups. 

Mr. ScHoeneMaNn. Yes. 

Mr. Exeruarrer. Mr. Chairman, I ask unanimous consent that 
that be made a part of the record. 

The CHarrman. Without objection, it will be included in’ the 
record. 

The table referred to follows: ) 


Estimaied number of 1948 individ al income lar returns which have heen or will he 
eramined and the amount of added tar which will be disclosed tn their eramination 


not include the unreported taxes on returns which will not be examined) 


nated Percent of tax Estimated Percent o 
tber of entto Tax liability in each class amount of 
lea reported to total ditional tax to total 


t ' ret teal 
rortes \ repo 
epo 1 i } om 
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Mr. Esernarrer. In vour individual income tax evasions or non- 
payment of tax liability did you find any particular occupational 
groups that were more remiss than others? You say we have a table 
on the various income brackets. Did vou make any difference as to 
occupational groups? 

Mr. ScHoeNeEMAN. Mr. Chairman, with vour permission, | am going 
toask Mr. Farioletti to discuss that particular item. 


STATEMENT OF MARIUS FARIOLETTI 


Mr. Farioterri:. We have some information on that. We do not 
have the occupational information in terms of clerks, and so on, but 
we do have tax error information by type of business. We also have 
information distinguishing the frequency of error and the amount of 
tax change that appears as a result of exemption errors. 

Mr. Esernartrer. For instance, in your occupational group, is it 
divided up into statistical groups in various categories, and did vou 
find any particular category was greater than some other category in 
the group? 

Mr. Fanioverri. Yes; we do have information which indicates that 
errors do seem to be mere frequent in some business groups than 
others. 

Mr. Esernarrer. | think it would be interesting to know if it is 
not confidential, the first) five most delinquent-—that is, in’ the 
frequeney of such violations. 

Mr. Fartonerrs. | think, Mr. Eberharter, that before such infor- 
mation is published that we ought to give consideration to the serious 
impact it might have on a particular industry. For instance, | think 
that we have to poimt out that not all the mombers of the industry 
are in error or are in serious error, and that if we disclose the informa- 
tion we have, by types of industry, it might very well reflect on that 
particular industry as a group when certainly not all people in the 
industry are in error, 

Mr. Enernarrer. | can see that it might reflect on an entire 
industry when there is only a very small percentage of it that is in 
error, only a small, comparatively small percentage in error. 

Mr. ScnhoeNneMan. Mr. Chairman, if the answer to that question 
is deemed to be of suflicient importance we would be very glad to 
give the information to the committee in executive session. 

Mr. Exeruarter. How about the various areas of the country, 
or different sections of the country? That is another matter that 
perhaps could be more profitably given to the committee in executive 
session. It has been indicated that some sections of the country are 
more remiss in the filing of returns than other sections of the country. 

Mr. Farioterr:. We do not vet have information by collection 
districts. That work is in process. We do have at the present time 
information by types of returns and sizes of incomes and by kinds of 
error. In other words, we could tell the frequency of errors, the 
number of the returns that were in error, the average amount of the 
errors, the total amounts of the errors, by size of income and by types 
of errors, such as business versus nonbusiness income, exemptions, 
personal deductions, and things of that kind, but we do not vet have 
the information by collection districts. 
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Mr. Eneruarrer. It would seem to me that if vou do get that 
information it would enable your agents to concentrate on those 
groups in those areas that were more delinquent. 

Mr. Fartoterrr. That is precisely one of the purposes of securing 
this information, Mr. Congressman, and the only reason we have not 
got it as vet is that we have not been able to produce it as fast as we 
would like to produce it. 

Mr. Eneruarrer. It is verv often spoken in public or in private 
conversations at least, that the professional people are perhaps the 
most numerous of groups that fail to report their income accurately, 
because of the very nature of their business. 

Mr. Fartovertr. | think T can say this much from the general 
nature of the information we have on types of business, one set of the 
tables shows how much tax change per man-vear could be obtained 
by random selection and the professions generally do not rank as high 
in production of tax per man-vear; they generally rank around the 
middle, somewhere around there. 

Mr. Enernarrer. It has been suggested to me that of course some 
of the professions usually seek for every excuse, and they do not have 
records. 

Mr. Fartoverrr. | think that in the case of the professions that 
section 147 now requires the individual to file informational returns 
for payments of over $600 to professionals, but I do not think that has 
been strongly enforced; we have not found ways to enforce that. 
Now as to the matter of requiring receipts for all payments to pro- 
fessionals the Bureau would receive so many pieces of paper that it 
would not know what to do with them. 

Mr. Enernarrer. My suggestion was that the receipts might be 
kept in case there was any question about the return. 

Mr. Farto.terri. You mean the taxpayer, the individual or the 
professional man? 

Mr. Eneruarrer. Well it would be for the benefit of beth. For 
instance, under the allowances for medical expenses or professional 
legal expenses where necessary in business. 

Mr. Farto.tertr. That is right. 

Mr. Exeruarrer. You would have a check on the receipt by these 
professional men, and it would require them to maintain records. 

Mr. Fartotertr. That goes, of course, to the adequacy of books and 
records maintained by the professional person. The Treasury already 
does have the authority to require adequate books and records to 
be maintained. In their absence we should have and do have the 
authority to get whatever we need. But we still do and can require 
receipts from individuals claiming medical expenses over and above 
a certain percent of their income. They must explain in detail, 
either by a statement attached to their return or otherwise, and if they 
do not do that the amount may be disallowed. Where a taxpayer 
claims a deduetion he must produce a reasonable amount of informa- 
tion to support his claim, otherwise it is disallowed. 

Mr. Ernernarrer. | would be interested to know whether or not 
the Bureau is looking into the charges that have been made that pro- 
fessional people in certain classes are among the largest violators 
where a denial of these allowances are made, and where they do exist. 

Mr. Fartorerrr. We are attempting through this audit control 
program to obtain information which will give us a better general 
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over-all judgment as to which of the various business returns are 
most seriously in need of examination. 

Mr. Schoeneman. Mr. Chairman, could I refer for one moment 
to my statement of this morning? 

The CuarrmMan. Certainly. 

Mr. ScHOENEMAN. In discussing the audit control program I said: 


In the returns of under $25,000, those reporting income from business operations 
were found to be in error 5 out of 10 times. This has led us to segregate all business 
returns to permit a more careful scrutiny at a lower cost for audit selection pur- 
poses, 

| believe that statement should indicate to you that we are giving 
special attention to the charges relating to that type of return. 

Mr. Esernarieér. In your statement this morning vou said that 
the Bureau intends to audit once every 2 veurs at least the incomes of 
$25,000 or more? 

Mr. ScHOENEMAN. That is correct. 

Mr. Ernerwarrer. You mean net incomes of $25,000? 

Mr. ScHoeNeEMAN. The adjusted gross income of $25,000. 

Mr. Eneruarrer. Gross incomes of $25,000? 

Mr. ScHOENEMAN. Yes, adjusted gross income. 

Mr. Esernarter. Then you do make a complete audit of those 
every 2 years? 

Mr. ScHOENEMAN. In every 2 vears. 

Mr. Eneruarter. That have gross incomes of $25,000? 

Mr. ScHOENEMAN. That is right. 

Mr. Exernarrer. You bring the returns together? 

Mr. ScHoENeMAN. We bring both returns together in the ex- 
amination. 

Mr. Erernarrer. If vou followed that same procedure with the 
lower-income groups, for instance, in the $15,000 group or the $10,000 
income group would that also result in a better collection, or do you 
feel that vou do not have suflficiefit staff to do that at the present? 

Mr. Scnoeneman. | believe that as the $25,000 program develops 
a little more fully we can adopt the same procedure for all business 
groups before we get through. 

Mr. Esxernarrer. That I think may be a good thing. I think it 
would be a good thing, because the people who make under $25,000 
might feel, well, that they could take a chance as against the man who 
makes over $25,000, 

Mr. ScHoenemMan. | believe, Mr. Eberharter, that after our $25,000 
audit program is well established, we can take on the under $25,000 to 
such an extent that we will be able to give them all very careful 
scrutiny. 

Mr. Epernartrer. Yes. 

Mr. Scuorneman. And ultimately we hope to have a chance to 
work on all the returns under $25,000, and in that way we will have a 
review of that group. 

Mr. Enernarrer. Now | have one other question here: The ad- 
visory group and the joint committee in its report | think recom- 
mended a plan of consolidating all the funetions performed by the 
Bureau in the two offices, that of the collector and of the agent in 
charge. That was the recommendation of the advisory group to the 
joint committee. 
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Mr. Scooeneman. Mr. Chairman, we have adopted a great many 
of the suggestions contained in the report of the advisory group. 

As to a general discussion of the subject 1 would like to ask Dr. 
Atkeson to indicate just how far we have gone. 


STATEMENT OF DR. THOMAS C. ATKESON 


Dr. Arkeson. Mr. Chairman, the report to which vou refer was the 
report made by the advisory group in 1948 under the auspices of the 
Joint Committee on Internal Revenue Taxation. 

They made 21 suggestions. I am not sure that they made the 
specific recommendation that vou have just referred to. However, 
that particular point has come up a number of times. 

Now with reference to the audit activities in the 64 collectors’ 
offices and the audit activities in the 39 internal-revenue agents’ 
divisions, we have consistently divided the work between the collec- 
tors’ offices and the revenue agents’ offices on the basis of the small 
and large returns. 

We have in the revenue agents’ office the higher type, certified- 
public-accountant type of examiners and investigators which con- 
centrate on the larger-type investigations. They investigate the 
most complicated returns 

We have in the collectors’ offices the returns that are under $7,000, 
which number aggregates about 50,000,000 out of 52,000,000 individual 
returns filed. Manifestly that type of return does not require the same 
tvpe of technical, detailed audit as the individual return making up 
the larger returns. 

We feel that from the structural organization standpoint, and from 
the revenue standpoint, that we must audit many of the returns in 
the lower group, and from the organizational standpoint we have 
divided the returns in the revenue agents’ and the collectors’ offices. 

So that special recommendation was not adopted. However some 
19 have been adopted out of the 21. 

Mr. Exeruarrer. In other words the establishment of the tech- 
nical staff under the present plan is the same, remains the same as it 
has been? 

Dr. Arkrson. It has remained the same with a slight modification 
to give effect to certain changes in the statute which have been made 
since the report was made. As, for example, we have been able, as a 
result of the simplification recommendations which were adopted by 
the Congress to place more of the returns under the collectors’ juris- 
diction. Among the simplification changes was the standard deduc- 
tion which eliminated the audit in respect to various deductions 
allowed. As a matter of fact, we have been talking about the $7,000 
breaking point, That point used to be $3,000, and for 1950 it is being 
raised to SS,000, 

Moreover, we have another dividing point in respect to the returns 
which relate to business income. Formerly that covered business 
income of $25,000 total receipts. For 1950 that is raised to $50,000 
total receipts. That also gives effect to the expansion in business and 
the expansion in number of returns; thus each of the two offices are 
being kept on the same level, in balance. 

Mr. Enernarrer. In other words, the technical staff would not 
be subordinated to the agent in charge? 
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Dr. Arkeson. The technical staff in the collector’s office is not 
subordinated to the agent in charge; and the technical staff of the 
agent's office is, of course, under the agent in charge. But I would 
like to point out that if in the examination of an income-tax return 
in the collector’s office the deputy collector fails to reach an agreement 
with the taxpayer and the taxpaver feels that sufficient allowance has 
not been made, the taxpayer, under our present procedure, can ask 
to have that case transferred to the office of the revenue agent for 
review and conference. 

Mr. Exernarrer. The technical staff then of the collector is in 
effect not being subordinated to the agent in charge? 

Dr. Arkeson. It is not subordinate to the agent in charge in 
respect to the returns under their jurisdiction, but they can overrule 
the deputy collectors and auditors in the collector's office as the result 
of conferences on cases that are appealed by the taxpayer himself to 
the agent in charge, or to another appellate agency in the Bureau of 
Internal Revenue which is officially entitled ‘Technical Staff.’ 

Mr. Epernarrer. | think that answers the question | had in mind. 

Now, Mir. Commissioner, | would like to go back to a question that 
was discussed this morning to some extent. You said that usually 
prosecutions are made before the taxpayer pays the full amount of 
the assessment? 

Mr. ScuoenemMan. That is right, 

Mr. Esxeruarrer. And vou felt that by that method they get 
more convictions, that is, by that method they get more convictions, 
and perhaps less collections? 

Mr. ScuoeNnemMan. The poliey which prevents us from taking steps 
to collect the tax until the Department of Justice has gone through 
their prosecution is based on the desirability as expressed by the De- 
partment of Justice, that we adopt that particular procedure. I did 
make the statement that if we could collect prior to prosecution we 
could collect more revenue. 

Mr. Exernarrer. Yes. So that vou are subordinated to the De- 
partment of Justice desire to secure conviction? 

Mir. SCHORENEMAN. That ts right. 

Mr. Exernarrer. In other words, the prosecution complex over- 
comes the desire of the Internal Revenue Bureau for more income 
taxes? 

Mr. Scuorneman. I feel that IT should say that the Department of 
Justice has adopted the policy only because of the fact that they feel 
they could not prosecute so many cases and there would be no end 

Mr. Exernarrer. That may be true, Mr. Shoeneman, but in the 
indictments returned, or sought to be returned by the Department of 
Justice, involving charges of fraud or evasion, generally there is less 
amount than the Revenue Bureau has found to have been properly 
assessed. Is that correct? 

Mr. ScnhotNemMan. | am not sure that IT get your question. 

Mr. Exernarrer. The Revenue Bureau very often finds, after 
investigation, that in its judgment the taxpaver owes a certain 
amount of money and makes an assessment of that amount, and then 
that case is referred, for instance, to the Department of Justice, on 
a charge of fraud which seeks to obtain an indictment for evasion or 
fraud. And in many instances that may not involve as much reve- 
nue; in other words, they may not have definite proof that there was 
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fraud as to other parts of the assessment and therefore they only 
include part of it in the indictment. 

Mr. ScHoeNeEMAN. That may be true. But when the case has 
been prosecuted then the determination is made as to the civil 
liability; that is the approach today, and the amount may involve 
an entirely different figure than was used in the prosecution; it might 
be a great deal more. 

Mr. Eseruarrer. In other words, the assessments generally call 
for a greater amount than the amount set out in the indictment? 

Mr. ScHoeNEMAN. Our investigations are generally made before 
the indietment—I would say that ordinarily it would involve a larger 
amount than is used in the indictment for fraud. 

Mr. Esernartrer. Does not that hamper you to some extent in 
your attempt to collect, that is, where there is criminal prosecution? 

Mr. Scooeneman. No, I think it would be handled separately. 
The civil liability item is settled on its merits; the criminal part, 
the part that goes to the court, would be the item on which the 
Government had evidence to justify prosecution. 

Mr. Espernarter. Well, as a matter of fact, the court record in 
criminal prosecution is admissible in evidence in civil action, is it not, 
and if you had six or seven counts in an indictment and the jury on a 
criminal prosecution should find that the defendant was guilty of 
fraud, for instance, on only two or three counts, that might very well 
be offered in evidence in a civil proceedings as indicated that the 
Department of Justice had failed to find the evidence sufficient to 
support its charge. 

Mr. Schoeneman. The evidence would be used by the court to 
show criminal intent to avoid the law. I doubt if it would have any 
effect in connection with the settlement of the case civilly. 

Mr. Esernarter. I do not know whether [ agree with you or not. 
That brings up the point as to whether or not the Revenue Bureau 
itself should not have its staff of legal attorneys to handle these 
prosecutions, because in the first instance the investigation is made by 
the Revenue Bureau by its agents, and by its attorneys, and they 
arrive at a conclusion; they are already familiar with all the facts and 
certainly are familiar with the law of the case and it seems to me that 
it would be a saving of time and money and effort if the Revenue 
Bureau prosecuted these cases where there was fraud rather than 
having them turned over to the Department of Justice whose attor- 
nevys must review the cases, some of whom are not familiar with the 
law, certainly not as familiar as is the Bureau perhaps. 

Do you not think, although you may not wish to express your 
opinion on it, that would be wise? It seems to me there is a duplica- 
tion of effort on the part of the Bureau doing the work in the first 
instance, and to start with they know all the angles, the intricacies 
and the legal points involved, and it would be better for them to 
prosecute rather than to bring the case to another department where 
they have to go over the same material. It may be you do not care 
to express an opinion on it now? 

Mr. ScHoeNemaN. It is not that I do not wish to answer, but I 
would like to say this, that we are making a rather intensive study 
of that whole subject, and I would like to make further study before 
answering. 











REVENUE REVISION OF 1951 147 


Mr. Enernarrer. | think it would require quite a bit of considera- 
tion. We do not want any more duplication of effort on the part of 
any employees of the Government than we already have. That is 
one of the things that the country is worried about. 

Now, to change the subject a little bit again, is the rule as to the 
secrecy of returns still very strictly followed in the Bureau? 

Mr. ScnorneMan. Definitely. “We religiously follow section 55 
and have religiously followed it over the years, and as long as it is on 
the statute books we shall continue to follow it. 

Mr. Eperuarter. | have been told of articles appearing in the 
newspapers of general circulation which set forth violations of the 
Internal Revenue Act by fraud and evasion and which are still within 
the statute of limitations. I would wonder how the newspaper could 
publish such a thing without subjecting itself or its correspondent 
or the person who wrote the article to some investigation, at least. 

Mr. ScuoeNneMan. I believe I know the article to which you refer. 
I might say that is of as much concern to us and probably of more 
concern to us than it isto you. I feel confident that that information 
does not come from the Internal Revenue Bureau. 

Mr. Epernarrer. You speak for the Internal Revenue Bureau, 
and vou feel practically certain it does not come from the Bureau or 
any of its employees? 

Mr. Scuoeneman. I feel I can assure you definitely that that is 
true. 

Mr. Esernarrer. I merely bring this out because it certainly 
would shock the public in dealing with the Internal Revenue Bureau 
if there is any thought in the mind of the public that their returns 
were not being kept in the utmost secrecy. 

Mr. ScHOENEMAN. | agree with vou thoroughly. IT cannot be too 
emphatic in my statement that the law is strictly adhered to by the 
employees of the Internal Revenue Bureau. 

Mr. Exerunarter. On the question of the extension of time for the 
filing of returns, | understand that the regulations are not vet ready 
on the new excess-profits-tax bill. Is that correct? 

Mr. ScHorNeMAN. Our force has been working day and night in 
connection with the preparation of the excess-profits schedule which 
will be part of the 1120 return as well as the instructions which will 
go out with that particular schedule. They have done a terrific job 
on it. They have beaten the deadline by nearly a month, and the 
schedule has now been printed, the instructions have been printed, 
and they are being released to the public. They are being mailed to 
collectors for release to the taxpavers, and unless transportation 
difficulties seriously interfere, they will be available to the taxpayers 
throughout the entire country in the next few days. 

As to the question of the extension of time, I assume vou are 
referring to the extension of time in connection with the excess- 
profits-tax return. 

Mr. Eneruartrer. There have been a good many inquiries in recent 
weeks because accountants and tax attorneys were afraid to proceed 
and justly so, | think—-without the detailed regulations being at hand 
in order properly to prepare returns. I am sure you have considered 
that phase of it. 

Mir. ScuoeNneman. | have copies of the excess-profits schedule which 
we have had printed and also copies of the instructions which accom- 
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pany this schedule, which are extremely complete. The instructions 
cover 20 pages. 

In connection with vour interest in the extension of time for filing, 
if it is agreeable to the committee, | would like to read a press release 
which | issued this afternoon that will cover that particular subject: 


The Bureau of Internal Revenue today released schedules and instructions re- 
quired by corporations filing returns under the Excess Profits Tax Act of 1950. 

In releasing this material, Commissioner George J. Schoeneman said that within 
the next few days collectors of internal revenue will have received sufficient copies 
to make a general distribution to taxpayers concerned, provided shipping condi- 
tions permit, 

Commissioner Schoeneman stated that the release of the schedules and instrue- 
tions to the public today will enable most corporations subject to the filing of the 
excess-profits schedule to file their returns on or before the Mareh 15 deadline. 
Ile said, however, that he recognized that some corporations may still find it 
impossible to file their returns on or before that date this vear. Collectors have 
been instructed to give sympathetic consideration to meritorious requests from 
corporations for limited extensions of time for the filing of these returns. Corpora- 
tions which are granted extensions of time will nevertheless be required to file 
tentative returns showing the estimated tax, and pay the appropriate installment 
on or before the statutory filing date. 

The tentative determinations and rates proclaimed by the Secretary of the 
Treasury applying to depressed industries and new industries have been incor- 
porated in full in the instructions accompanying the schedule. These tentative 
determinations and tentative rates, Commissioner Schoeneman said, are com- 
— only by the use of speeifie formulas expressly prescribed by the Excess 
’rofits Tax Act of 1950, and are required to be proclaimed on or before March 
15] 

Regulations under the excess-profits tax are now being prepared by the Bureau 
of Internal Revenue, and will be promulgated as soon as possible. 


\s I said before, we have beaten the deadline of March 1 by approx- 
imately 23 days, and the instructions are so complete that the im- 


portance of the regulations will decrease considerably. I believe the 
instructions will have all of the information that corporations wil! 
need 

I do not know whether vou are familiar with it, but when we sent 
the returns, Form 1120, to corporations, which was about 3 weeks 
ago, we enclosed a schedule which would give them an easy way to 
determine whether or not they would be subject to the excess-profits 
tax of 1950. ‘The majority of the corporations can tell by that sehed- 
ule whether or not they will be affected by the excess-profits tax, and 
all of those ples not required to file the excess-profits-tax 
schedule will be able to file their returns, anyway. 

As I stated in this release, the collectors will give sympathetic con- 
sideration to all requests of corporations for an extension of time. 

Mr. Exernarrer. | imagine, Commissioner, that some of the very 
careful accountants and attorneys may not wish to prepare the returns 
without having a copy of the official regulations. You say vou think 
they might not be necessary; but, without the official regulations, 
where large amounts are involved, it would seem to me that would be 

legitimate reason for granting an extension of time. 

Mr. Schoeneman. T might say the regulations will be out before 
Mareh 15, but if that does not give them sufficient time, there will be 
sympathetic consideration given on the part of collectors to the grant- 
ing of extensions in individual cases. 

Mr. Erneruarrer. In — words, they will receive consideration? 

Mr. ScHoeNEMAN. Yes, si 
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Mr. Exernarrer. You suggested an increase in the liquor, beer, 
and wine tax. Do vou really think the Government will collect more 
revenue than it is at present? 

Mr. ScHOENEMAN. [| indicated to the chairman this morning that 
on that subject we have Mr. Dwight Avis, Assistant Deputy Com- 
missioner of the Aleohol Tax Unit 

Mr. Exernarrer. Is he scheduled to appear? 

Mr. SCHOENEMAN. Yes, sir. 

Mr. Exeruarrer. Then | will reserve the balance of my questions 
on that subject for him —in fact, all of my questions on that subject 
for him. 

Commissioner, | want to commend vou for the frank answers vou 
have made to every question put to vou. You indicate you want 
cooperation, and you are more than willing to give cooperation to the 
fullest extent in collecting every cent it is possible to get where there 
is a just ground for collection. | congratulate vou. 

Mr. ScHoeNEMAN. Thank you. 

Mr. Simpson. Mr. Schoeneman, the first several questions I have 
deal with what might be called or what [ call a public-relations matter. 

When vour agent calls upon a taxpayer and discovers, because of 
his exemptions, that the taxpayer has made an error which is in favor 
of the Government, what is the duty of the examiner? 

Mr. Scuoeneman. In the ordinary investigation—not an investi- 
gation which involves fraud, but in the ordinary investigation—there 
is a complete discussion of the errors he finds with the taxpaver as 
he goes along with his investigation. At the conclusion of the investi- 
gation, When the agent or examing officer reaches a conclusion which 
is approved by his superior, a copy of that agent’s report is given to 
the taxpaver so that he knows what issues he is confronted with, 

Mr. Simpson. | am not sure I got vour answer. Do you mean if 
the agent discovers an obvious error of the taxpayer which is in favor 
of the Government, he tells the taxpayer of that error? 

Mr. ScHoOENEMAN. That is right. He attempts to secure an agree- 
ment with the taxpayer at that point and, if there is an error, naturally 
the tuxpaver W ill agree to the correction of the tax. 

Mr. Simpson. According to the law of averages, that must happen 
an appreciable number of times. 

Mr. ScHoenemMaAN. A great many tax agreements are secured by 
revenue agents in the course of their investigations. A great many 
agreements as to the tax discovered by the examining officer are agreed 
to by the taxpaver at the time of the examination, It is about 97 
percent——in that neighborhood—of the discrepancies discovered in 
the taxpaver’s return by the examining officer that are agreed to by 
the taxpaver before the report ts filed. 

Mr. Simpson. But my point is, in those instances where the tax- 
paver makes an error and deduets for only four dependents when he 
has five, does the Government man tell him he made a mistake? 

Mr. ScnoenemMan. | thought vour question was directed to errors 
in favor of the Government. You mean against the taxpayer? 

Mr. Simpson. Yes. 

Mr. ScuoeneMan. In that ease, the revenue agent or examining 
officer would be just as avid in his action to see that the taxpayer 
received the refund as he would in the collection of the tax due the 
Government. 
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Mr. Simpson. Do you count that to the credit of the man on his 
production record? 

Mr. ScuoreNeMAN. As I said this morning, the production record 
is something that is merely incidental. A revenue agent or deputy 
collector does not succeed in our service by reason of his production 
record. The production record year after year indicates whether he 
is a top producer or a low producer, but he would succeed in our 
service if he just had an average production, if the supervisory officer 
felt he was doing the best he could. 

Mr. Stmpson. His efficiency is not measured alone by the amount 
of money he collects, but vou do consider in determining his efficiency 
the taxpayer to whom he makes a refund? 

Mr. Scuoeneman. That is right. Everything he does in connec- 
tion with his work—his attitude toward the public, the way he treats 
the taxpayer, his approach to the taxpayer, the number of cases 
investigated, how quickly he disposes of one job and gets onto the 
the next case —all of those things are considered. 

Mr. Simpson. He has a job which includes a lot more than just 
collecting additional money for the Treasury? He has a service to 
perform? 

Mr. Scuoeneman. That is right. Although I would not be frank 
if I said we did not keep production records. But I believe your 
committee would be prone to sav we did net know what our men 
were doing if we did not keep production records. 

Mr. Simpson. Frankly, I should think the man deserves just as 
much eredit for the $1,000, for example, that the taxpaver has mis- 
takenly thought he owed the Government which is discovered by the 
agent as an agent does for the $1,000 he discovers which the taxpaver 
fails to report by reason of a mistake. 

Mr. Schoeneman. | agree with vou thoroughly. As I said to vou 
this morning, some of our best men are assigned to work which has 
no production at all. 

Mr. Simpson. That is a thing I think the public does not generally 
recognize. That is the reason | suggested the agent is doing a service 
to the taxpaver outside of the service to the Government in collecting 
unassessed amounts due by helping the taxpayer file an accurate 
report and in some instances secure a refund. 

Mr. ScHoenemMan. Regardless of what the man accomplishes, 
whether a refund or an additional tax payment, he gets credit for 
having investigated the case. I should say, also, we make a great 
many refunds that are not even claimed by the taxpavers. 

Mr. Simpson. When vou get into those large amounts of money, of 
gross receipts, do vou find a higher percentage of the people employ 
outside assistance, or do they prepare their own returns? 

Mr. Scooeneman. | believe as vou get up to the more complicated 
returns, you get into a category where they do employ outside 
assistance. 

Mr. Stimpson. Do you discover a higher percentage of error with 
respect to those where outsiders help than vou do where the com- 
pany, for example, prepares its own return? If so, why? 

Mr. ScHoeneman. I could not answer that question, as to whether 
or not those who secure outside help get in less trouble with our 
examining officers than those who do not, but I believe it is safe to say 
aman who employs qualified help when he needs it-——and we tell the 
taxpavers if they need any assistance in the preparation of their 
returns, our offices are available to them to answer questions—I 
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believe in most cases where the taxpayer's business is so complicated 
that he feels the need of getting outside help and he secures competent 
help that naturally there are fewer errors. 

Mr. Simpson. I| believe that is all. 

Mr. Boaes. This question probably has been asked; but, if so, I did 
not hear it. 

Under this new program, do you feel you will need a considerable 
increase in staff in effecting tax collections? 

Mr. ScHoOENEMAN. You mean the new program as reflected in the 
bill now pending before the committee? 

Mr. Boaes. Right. 

Mr. ScHoeneman. It is very difficult to answer that question, 
Congressman. We have always felt that any increase in rates would 
not effect our situation very much, because we would have the same 
volume of work. But when you get into other categories of sources of 
tax, it might lead to the need for an additional force in our service. 
To what extent | am not prepared to say at this time. 

Mr. Boaas. Under existing law, do you feel you have sufficient 
staff now? 

Mr. ScHoENEMAN. No, sir. As I indicated this morning, we have 
asked for additional employees. There is an item in the estimates of 
the President for additional employees for the internal revenue service. 
And as I said this morning, I believe every year, if we are to keep 
up with our job or do our job better, we will still have to have more 
force. 

Mr. Boges. When we amended the Social Security Act a year or 
so ago, we extended the social-security tax to farm workers, or to 
limited categories of farm workers, and to domestic workers, and 
again to limited groups. Do you feel it would be wise to extend the 
withholding tax to those same groups which are now covered by social 
security? 

Mr. ScHoENeEMAN. | am afraid I cannot answer that question at 
this time. That matter is being studied. 

Mr. Boaes. We have a group now which must run to 500,000 of 
domestics and farm workers. The staff informs me it is over 1,800,000. 
Under existing law, the withholding tax does not apply to those 
people. Do not you feel it would help your situation if it did apply? 

Mr. ScHoeneMAN. There is a group working on that, and | would 
prefer to get their conclusion before | answer that question. I do 
not like to give you a halfway answer; I would like to be more accurate 
in answering that question and, if vou do not mind, | would like to 
wait. 

Mr. Boages. But you will have those recommendations for the 
committee? 

Mr. ScHOENEMAN. Yes, sir. 

Mr. Mason. Mr. Schoeneman, I am frank to say | think your 
statement to this committee was a clear, comprehensive statement 
of the work that is done in your Bureau and the problems that you 
face, and I, for one, feel it is a mistake for us, or for the Congress, 
rather the Appropriations Committee, not to give vou the help you 
feel you are required to have. Personally, I think that is one place 
where we can collect $2 for every 10 cents we spend, and it is not 
good economy to refuse. 

I want to question you along the line of the questions this gentle- 
man to my right, the gentleman from Nebraska (Mr. Curtis) was 
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asking the Secretary. In his questioning he brought out or indi- 
cated, at least, | had misled him very badly on the amount that we 
could expect to get from these tax-free organizations that are com- 
peting with tax-payving commercial enterprises, and according to the 
statement the Secretary gave me on co-ops, if his recommendations 
were carried out, they would only expect to get about $25,000,000. 

Now, | want vou to have that background in mind when vou 
attempt to answer the questions | want to ask, because | propose to 
follow up and perhaps justify the estimate that has been given to 
me and that [ have worked out myself as to the amount we can 
collect. 

Mr. Scuornemayn. I do not know how much information we can 
give you on that subject. | doubt very much if we have any infor- 
mation as to the vield, but | would like to ask Mr. Frank Edding- 
field, Assistant Deputy Commissioner of the Income Tax Unit, who 
is generally familiar with the subject vou are discussing, to be 
prepared to answer your questions. 

Mr. Mason. L will be very glad to have them answered from any 
source. Also, A\lr. Commissioner, | would like, if | am asking for 
information which vou do not have but which vou can obtain for us, 
to have vou do that. | think it would throw a great deal of light on 
the problem we are facing in this whole, broad tax problem. 

Mr. Schoeneman, If we cannot answer them at the time, we will 
be glad to secure whatever information we can for vou. 

Mr. Mason. Now, there are two classes of co-ops —those exempt 
under LOL and those not exempt. Those that are not exempt never- 
theless escape a great deal of taxation because they earmark some of 
their earnings or a great deal of their earnings for patronage dividends. 
1 think that is ecorreet: is it not? 

Mr. Evpincrieip. That is correct. 

Mr. Mason. Now, of this whole group that are not exempt under 
101 but who avoid a great deal by earmarking earnings as patronage 
dividends, the most of them or a great many of them are nonfarm 
co-ops, but there are some that are farm co-ops in that category. 
Can vou give me an idea of the number of exempt farm co-ops under 
101 and an estimate of their gross business? 

Mr. Epvpincrieip. No; L have no record of that. I have not been 
involved in statistics of that type at all. 

Mr. Mason. You would not have any record of them, because 
they do not furnish a record to the Bureau? 

Mr. Eppincrieip. Not that I know of. 

Mr. Mason. Now, can you give me an idea of the number of non- 
exempt co-ops and their gross business? Because they must have to 
file returns with vou. 

Mr. Eppincrieip. They do file returns with the Bureau, but I 
have no record of that number. 

Mr. Mason. Could you check into that matter and furnish me or 
furnish the committee, rather, with the number of nonexempt co-ops 
and their gross business as shown on their returns? 

Mr. Eppincrieip. | will see if we have such records. 

Mr. Came. If the gentleman will vield, while he is furnishing that 
information, would not you like to ask for both kinds of co-ops? 

Mr. Mason. Oh, ves. 
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Mr. Came. Nonexempt and exempt. They both have to furnish 
returns. Some of them are just information returns, and some of 
them are tax returns. Let him give both, if he will. 

Mr. Mason. We would like to have that for our help in trying to 
solve this over-all tax picture. 

Mr. Mason. Now, can you give me any idea of the amount of 
revenue we would receive if we repealed the total exemption in 101 
on all farm co-ops and made them pay taxes exactly as any other 
corporation does? 

Mir. ScnoenemMan. If [ may interrupt, Mr. Kirby tells me the 
figures were given to the committee vesterday on co-ops, and the 
figures will come forward on the tax-exempt returns. 

Mr. Mason. You say they gave us the figures vesterday? 

Mr. Kirey. That is correct. 1 think there were 6,000 Co-Ops under 
section LOL (12 

Mr. Mason. That was the number, and then they added 4,000 to 
them and told us there were 10,000. 

Mr. Kirsy. For the nonexempt. As 1 recall now, the figures do 
appear in the record. 

Mr. Mason. But there were no figures given of the total business 
done by them on vesterday. 

Mr. Kirsy. That we agreed to supply, and it is being prepared 
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Mr. Mason. I see. Now, if we repeal totally the tax exemption 
on all co-ops—farm and all others—and make them pay taxes on 
the same basis that corporations pay taxes, do vou have any estimate 
of what that would bring in? 

Mr. Eppincrietp. We will get it from the records, if we can find it. 

Mr. Mason. I think that would be helpful to us. Now, if we 
impose the full Federal income tax on the total net income of them 
before patronage dividends that we impose on corporations, how much 
would that produce? 

Mr. Eppincrieip. We will try to obtain that information, also. 

Mr. Mason. Now I have another question, and this is very specific. 
If my bill, H. R. 240, were passed and became law as it is written, 
what do you estimate would be collected under that bill? That bill 
is a comprehensive tax bill. It is the same as the bill I had in before, 
except that the two things we accomplished in 1950 are taken out. 
That is if we place a tax on mutual savings, building and loan, co-ops, 
and even Government business operating in competition with com- 
mercial business, like barge lines on the Mississippi, and so forth, 
what would it bring in to the Treasury? 

Mr. Eppincrieip. That is a pretty large package. 

Mr. Mason. Could you at least make an attempt to furnish me 
with the amount that bill would provide if passed as is and became 
law? 

Mr. Eppincrieip. I am sure we will try to do so. 

Mr. Mason. I am doing this mainly to convert my neighbor here 
on the right (Mr. Curtis) to the fact that I was not intentionally 
misleading him on the amount that might be expected if that bill was 
passed. 

Mr. Mason. Now, in taxing corporations, we say to the little 
corporations “We will let you off easy’’—those under $25,000, we will 
say—and to the big corporations we say “You have to come up with 
more.’ Would it not be possible, maybe, to treat co-ops in the same 
way and say to the little Farm Bureau co-ops “We will let you off 
pretty easy,’ but to these big cooperatives that run into the hundreds 
of millions of dollars “We will treat you just like we do corporations’’? 
Would not that be a pretty good suggestion? 

Mr. Eppinerrevp. | should think that would be a matter for the 
Congress, would it not? 

Mr. Mason. Well, we do it for corporations. We say to corpo- 
rations under $25,000 ‘We will let you off with this rate of tax,”’ and 
to all above $25,000 we apply a different rate of tax. 

Mr. EppinGrieip. Of course, you have graduated rates. I thought 
you meant to let them off completely. 

Mr. Mason. Oh, no; but to graduate the rate and make it pretty 

vasy if they are down there where they are really doing fine work for 
the farmers of their ne ighborhoods in helping: them to dispose of 
their crops at decent prices; but as to these combinations that go 
into the production and manufacturing business and everything else, 
we ought at least to come down on them and make them pay the same 
tux as the businesses pay they are competing with. 

I think that is all, Mr. Chairman. 

Mr. Curris. | want to say for the benefit of the gentleman from 
Illinois (Mr. Mason) that the gentleman from Nebraska (Mr. Curtis) 
is merely interested in getting all the information he can so that we 
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can arrive at a right and sound answer to this tax business as between 
concerns that are not paving the tax that other concerns are paving. 
In supplying this information, | would like to have the record reveal 
this: If a cooperative or other taxpaver pays a patronage dividend in 
cash, is the amount paid in patronage dividends considered income 
by the Bureau of Internal Revenue—income to the co-op or to the 
business concerned? 

Mr. Eppincrieip. No. It is excluded from income. 

Mr. Curtis. Is it excluded by statute? 

Mr. EppinGrieip. | think so. At least, it is excluded because it 
is equivalent to a deduction, and whether it is excluded or you have 
it included and have a deduction would give the same result. 

Mr. Curtis. Is that rule uniform for all taxpaying business as well 
as co-ops? 

Mr. Eppincririp. No. That only applies to co-ops. 

Mr. Curtis. If the noncooperative concern pays a patronage 
dividend in cash, the amount so paid is income to the business? 

Mr. Epptncrieip. It would not be called a patronage dividend. 
A patronage dividend has to be paid based upon their charter and 
their contract with the members. It is paid under contract, and that 
is not the ease in ordinary corporations. 

Mr. Curtis. You know of no instance where a corporation has 
paid a patronage dividend? 

Mr. Eppincrireip. Not unless they qualified as cooperatives. 

Mr. Curtis. I do not mean to doubt vour word, but can vou check 
that when vou revise your remarks to see whether there are any 
instances of it? 

Mr. Eppincrievp. | cannot conceive of any. We certainly would 
not allow it. I might say there are distributions by corporations 
which are not taxable to the individual when they are paid out of 
capital, but that is the only thing. 

Mr. Curtis. | am not talking about taxable to the individual; I 
am talking about taxable to the business. 

Mr. Epvpincriecp. | do not know about any such thing, but I will 
inquire, 

Mr. Curtis. You mean a privately owned grain elevator—not a 
co-op cannot pay a patronage dividend to its customers and the 
amount so paid is still income to that business? 

Mr. Enpincrieip. A private concern can give rebates to customers. 
That is done by a great many concerns. But that is not a patronage 
ey 

Mr. Curtis. IT see. In other words, they can ‘give part of the 
money back? 

Mr. Eppinertenp. As a rebate, 

Mr. Curtis. You call it “a rebate’? 

Mr. Eppincrieip. Yes. 

Mr. Curtis. Well, I will have to reframe my question. 

In the operation of a privately owned business, whether it is an indi- 
vidual, partnership, or corpori ation, if they are selling merchandise and 
at the end of a stated period they give certain money back to their 
customers in proportion to the amount their customers have spent 
with them, regardless of what vou call it, is that money so returned to 
their customers income for the purpose of applying either to their 
individual tax or corporate tax, whichever it mav be? 

79120—51—pt. 1——11 








156 REVENUE REVISION OF 1951 


Mr. EppinGrievp. It surely would be income to the individuals 
receiving it, unless the earlier purchases by them were of a personal 
nature. 

Mr. Curtis. But that is not my question. 

Mr. Eppincrievp. I thought it was. 

Mr. Curtis. No. I am asking whether or not that is income to the 
business that pays it out. 

Mr. EppincGrievp. It might be deductible to the business that 
pays it out. 

Mr. Curtis. Would it? 

Mr. EppinGrievp. If it was income in the first instance, perhaps it 
would, and they might then deduct against that income an amount 
equal to what they paid back, provided it was not against public 
policy. 

Mr. Curtis. In other words, if it was not against public policy, 
and they paid it out, it would be deductible? 

Mr. EppinGrievp. It might be, if it were under a contract or other- 
wise under their practice to rebate certain amounts to customers. 
We have many instances of rebates being paid under certain condi- 
tions. 

Mr. Curtis. Understand I am not arguing either side of the con- 
troversy. All I want to know is what the treatment is now on such 
transactions. 

Mr. EppinGrietp. The income they receive would be includible. 
If they are entitled to a deduction on account of rebates paid, they 
can deduct it. But that rebate itself is not income to the corpora- 
tion as such; it is a deduction to them. 

Mr Curtis. But mathematically it amounts to the same. 

Mr. EppinGrieip. Well, it is included as income and then de- 
ducted. 

Mr. Curtis. | say mathematically, in figuring their tax liability, 
it amounts to the same. 

Mr. Eppinerie ip. Perhaps. 

Mr. Curtis. Well, is there any doubt about it?) What I mean is 
if something is included as income and then deducted, the tax lia- 
bility is the same as if it were not included in income. 

Mr. EppinGrievp. As if it were excluded? That is true. 

Mr. Curtis. That is all. 

Mr. Grancer. | thought I understood. I do not know whether I 
did or not. Am I to understand that where a rebate is given to a 
customer by a co-op, either an exempt or a nonexempt co-op, that re- 
bate to the customer is taxable? It is; is it not? 

Mr. Eppincrievp. To the customer? 

Mr. Grancer. Yes. 

Mr. Eppinertevp. It is reflected in taxable income by the customer 
if his earlier purchase had been for his business. 

Mr. Grancer. Has there ever been any question about that? 

Mr. Epprinerievp. Not that I know of. 

Mr. Grancer. Has there ever been any ruling that income from this 
source was not taxable? 

Mr. EppinGriecp. Not that I can recall. 

Mr. Grancer. That is all. 

Mr. Martin. In the Internal Revenue Code, section 101, subsection 


12, the provision there is: 
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nor shall exemptions be denied any such associations because there is accumulated 
and maintained by it a reserve required by otate law, or a reasonable reserve for 
any necessary purpose, 

Do you have any regulation establishing a fixed size of reserve or 
pere entage of net earnings exempted in the administration of that sec- 
tion? 

Mr. Eppinertevp. I do not know of any that fixes it. You can use 
your judgment. It is a matter of judgment, I would say, rather than 
regulation. 

Mr. Martin. Do you have the power to establish fixed points by 
regulations under the law now? 

Mr. Eppinerievp. It would be very difficuit because each tax- 
payer—— 

Mr. Martin. That is not in answer to my question. Do you have 
the power? I know how difficult it is. 

Mr. EppinGrtevp. | would not be surprised. 

Mr. Martin. It would require no act of Congress beyond the law 
that is now on the books to give you that power? 

Mr. EppinGrievp. I do not believe so, personally. 

Mr. Marrix. Now, there is a matter in my State that I am very 
much concerned about. Newspaper articles recently printed lead 
me to ask this question: How was it that Adonis and Jake Guzik 
refused to tell Agent Kline the details of their income when our 
farmers must report every calf born and every fence built? 

Mr. Scuoeneman. | will ask Mr. Oliphant, the chief counsel, to 
answer the question. 


STATEMENT OF CHARLES OLIPHANT, CHIEF COUNSEL, 
BUREAU OF INTERNAL REVENUE 


Mr. Ourenantr. My name is Charles Oliphant, chief counsel, 
Bureau of Internal Revenue. 

In answer to your question, I should say first that newspaper 
accounts do not necessarily present the true facts; so that, while the 
reaction of the constituents that may write to vou is that there is 
different treatment between different classes, the policy of the Bureau 
is, of course, to treat all classes of taxpayers alike. 

Just as a word of explanation as to the approach of the examining 
auditor with respect to any return, other than questions such as the 
one that the Commissioner referred to this morning as to, say, the 
right to examine a safe-deposit box without the consent of the tax- 
payer, the Commissioner’s powers by statute are such that he can 
pretty well examine anything that he wishes. I do not believe the 
newspaper reports such as you referred to accurately reflect the facts. 

Mr. Martin. Have Adonis and Jake Guzik been required to answer 
all questions asked them by Agent Ned Kline of the details of their 
income? 

Mr. OuipHant. I would think that the answer to that question 
would be that “they have been.’ We would be glad to furnish the 
details of any particular tax case to the committee in e xecutive session. 

Mr. Maxtrn. I do not want to embarrass vou here in a public 
proceeding, naturally. 

Mr. OvipHant. I am merely referring to the statutory prohibitions 
which are imposed upon the Bureau under section 55 of the Internal 
Revenue Code. 
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Mr. Marrix. That proteet Adonis and Jake Guzik from reporting 
the details of their business, and do not protect the farmers of my dis- 
trict in answering the details of their business; is that correct? 

Mr. Otrpuanr. That is not the inference I meant vou to draw. My 
statement was that we would be glad to discuss the details of any 
particular tax case in executive session as the statute provides. : 

I should add, as a general statement, I believe that there has been no 
discrimination with respect to our examination of any taxpayer's 
return, and as far as possible we try to treat all taxpayers alike. 

Mr. Marrix. That would be important information to get te my 
farmers; that there ts no discrimination whatsoever in the matter of 
requiring them to answer details of their business operation. 

Mr. Ourenanr. | think that T can unqualifiedly sav that that is 
correct, 

Mr. Reep. If a group of men should form an association, whether 
a co-op, a partnership, or a corporation, and go out to get contributions 
in order to change certain legislation relating to CO-ODS, and they col- 
lect, we will say, enough money so that they would earn $300,000 a 
vear, would that be income to this group that is in an association? 
How would vou handle that? 

Mr. Eppincrieip. Will vou repeat vour question? 

Mr. Reep. Suppose that a group forms a lobby organization to deal 
with certain legislation, we will say, dealing with co-ops, and they 
have a sucker list that would cover a whole sheet of the Congressional 
Record, and each one on the sucker lists contributes $500. 

[ would like to know whether or not the money they collect would be 
taxable income to the organization 

Mr. Eppincerecp. | think that it would. 

Mr. Reep. | know that the rules forbid your singling out any lobby 
organization and inserting into the Record just how much their income 
is and how much tax they pay. There are some very active organiza- 
tions that have sucker lists. Those organizations are working all 
over the country, and they receive large contributions. What the 
contributions are, | do not know. Some are small and some are large 

-some $25 and some $500. 

The Record is full periodically of these contributions that are made 
to these groups that are lobbying for legislation against the farmers. 
Lam glad to know that it is income. 

Mr. Boges. How did vou answer that question—that that income 
would be taxable? 

Mr. Eppincrieip. Yes. I said that it would. 

Mr. Boages. | know that it is not proper to inquire about a specific 
organization, but | think that there is a section that deals with pro- 
motional and business operations and contributions made to organi- 
zations, and the person making the contribution can deduct that from 
his income tax, or the business can deduct it; is that correct? 

Mr. Eppincrieitp. There may be instances where a deduction 
would be allowed, but generally we examine very carefully any deduc- 
tion that is made for lobbying purposes. — It has to be closely connected 
with their business. 

Mr. Boaas. That gets into a definition of “lobbying” and se forth. 

Mr. Eppincrieip. That is true. 

Mr. Boges. And educational purposes 
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Mr. Comps. Let us take the case of employees working in a hos- 
pital, and this question usually arises from a situation like that, or a 
State or municipal institution where the employer of the employee 
requires him to live on the premises while he works; he boards there. 
Now, what is the policy of your Bureau with respect to charging up 
the value of the meals and lodging as income to that employee? 

Mr. Epprneriecp. If it is in the contract with the employee that 
he should be furnished meals and lodging in addition to his compen- 
sation, we usually add tgat to his compensation and tax it. There is 
a rule that if the mes als and lodging are furnished by the employer 
purely for the employer's convenience, and not as additional compen- 
sation to the employee, then it is net taxed as additional compensation. 

Mr. Comers. | understand that to be the ruling. IT am raising a 
question about it. [t seems to me that is drawing the line pretty 
much to a feather edge. In these situations that I have in mind, 
the employee cannot hold his job unless he lives on the premises and 
he has to eat there. It may be difficult to determine whether that 
is for the benefit of the employer or the emplovee. The man has to 
live there to hold the job, and he has to eat there to do the job, and 
I raise the question whether that is a sound rule. 

Mr. Evpincrievp. | admit that it is a difficult one to administer, 
but we try to do it squarely and fairly. 

Mr. Comus. Of course, vou are making the test there the wav the 
contract is worded. If the contract: requires it to be furnished, 
then it is taxable to the employee. 

Mr. Eppincrieip. That is right, 

Mr. Comns. If it is for the emplover’s benefit, then it will not be, 
If it is furnished for his convenience, it would not be taxed. 

Mr. Scuoeneman. | think that each ease has to be handled on its 
own merits. If vou have a ease where the employee is to get $30 a 
week with meals and $50 without meals, I think that would be ri ates 
clear. 

Mr. Comps. I know that vou fellows are trving to do the job in a 
way that vou think is right, vet it seems to me that vou are multiplying 
the difficulties of the job immeasurably by that sort of interpretation. 
Would it not be simpler, and would not the Government save money 
in the collection process, if vou treated those things as not part of 
salarv-—-where the man ts required to live on his job and he eats there 
in order to do the work that he is emploved to do? It seems to me 
that would be the simplest way to do it. 

Mr. ScnoenemMan. It would be simple but I believe the Govern- 
ment would be losing revenue to which it is entitled. I think that 
each ease has to be decided on its own merits if we are to do justice to 
the taxpavers and the Government, 

Mr. Comras. Ido not know how many of the employees are married 
people that maintain a home at the very same time. They stay 4 
or 5 days a week while on duty in these institutions. They still have 
a home to keep up and a family to feed, and they have to live in these 
locations in order to hold their jobs. 1 think that vou ought to 
examine that question. 

Mr. Scnoeneman. We do not have a general rule on the subject. 

The Cuarrman. Mr. Commissioner, the Secretary, we think, has 
very appropriately called on us for quite an additional amount of 
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revenue to finance our national security and defense program. He 
mentioned two ways of getting the money. One by increasing the 
present taxes, the present corporate taxes, individual taxes, and excise 
taxes. He evidently thinks, also, that we could reach new sources; 
that we could tax certain organizations not now taxed. He recom- 
mends that method of getting additional revenue. 

In your study of the tax problem, how far do you go along with him, 
so far as obtaining additional revenue from sources not now taxed is 
concerned, such as co-ops, mutual savings banks, building and loan. 
organizations, and organizations of that kind? 

Mr. Scuoeneman. Mr. Chairman, in the Bureau of Internal 
Revenue we do not maintain a force that studies matters of that kind. 
We perform our technical and administrative work. It is quite a task 
by itself. If we were to set up an organization that would make it 
possible for me to answer that kind of question, we would be developing 
a counterpart of an organization that already exists. 

The CuarrmMan. Do you have any general views as the result of 
your experience in collecting taxes? Has that ever been brought to 
your attention? 

Mr. Scuoeneman. I did suggest this morning about the withholding 
device on dividends and interest. If there is any member of my staff 
that has anything to suggest, I will be glad to have him answer your 
question. Personally, I do not have one. 

(No response.) 

The Cuatrman. We have taxpayers who honestly and fairly comply 
with the law, or endeavor to pay the taxes that are imposed upon them 
by the law, and then we have the tax evader who gets by without 
making a full return of his income. 

Then we have a great many people who fall within the category of 
the tax avoider; those who are escaping taxation and are not required 
to pay taxes under our revenue laws but whose income is similar to the 
income of other corporations and individuals who pay taxes. 

Our first duty as a committee, after all, in my judgment, is to have 
equality in taxation. If there are any inequities s in our tax laws, we 
should remove those inequities before we impose still heavier taxes 
and heavier burdens on those who are honestly paying their taxes. 
If there be that class not paying taxes as they should on account of 
the inequities in our tax laws, then it is natural to assume that those 
who are paying taxes honestly and fairly will not only feel that there 
is discrimination in our tax laws, but they will be tempted—although I 
would not say that an honest man could be made to do wrong—to 
get out of paying taxes as far as they can, because they can see that 
others are escaping them entirely. It is not fair, while others in 
competition with them are not paying taxes, for them to be paying 
taxes. As taxes become heavier, is there not a temptation on the 
part of many people to evade the taxes required by the law? 

Mr. Scuorneman. I might say that I believe’ your remarks are 
directed to the tax avoiders rather than the tax evaders. 

The Cuatrman. All along the line. 

Mr. ScnoreNneman. In the course of the work of our people in the 
Internal Revenne Bureau, when we find devices which constitute 
loopholes, our people work in close contact with the Office of the 
Secretary to bring to the attention of that office any of these devices 
which we believe are worthy of consideration. 
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The CHarkMAN. We, as a committee, express no opinion at all 
about what to do. That is what we are holding these hearings for, 
as far as I am concerned—to get all the facts and information possible 
to aid me and the members of this committee in arriving at an honest 
and fair conclusion as to what we should do about tax matters. 

But there is a general feeling among taxpayers that there are so 
many corporations escaping taxes which should be paying taxes. 
Since they are in competition they believe there is an inequality in 
present tax laws. 

It would be hard for me to convince the honest taxpayers in this 
country that they are wrong; that there are not inequities and that 
others are not escaping taxes. It seems to me that it is up to this 
committee to remove those inequities, if they exist, and if they do not 
exist, to get the facts about them so that we can explain to the fair- 
minded taxpayer that he is in error and is not paying more taxes 
than he should. I hear men from my own State say that they will 
not vote to increase any tax until certain corporations that should be 
taxed are taxed. We have that difficulty. There are more people 
who do not want to pay taxes than who do want to pay taxes, and 
there are none at all who want to pay more taxes. It will be a difficult 
job for this committee to pass a law that taxes certain taxpayers 
more heavily until we can tax those who are not taxed as they should 
be, if there be that class. If there is not that class, then we should 
remove that error from the public mind. 

Mr. ScHooeneMaN. I| can assure you that the Office of the Secretary 
will be glad to furnish information that might be helpful in your 
dilemma. 

The CuatrmMan. The Secretary evidently believes from his study 
of the tax subject that there are certain sources of revenue now that 
we are not reaching, or he would not have suggested that. 

Mr. ScuorneMAN. | am sure that any information on that subject 
that you need and they have they will furnish you. 

The Cuartrman. | am speaking of the difficulty this committee 
will have in passing a bill to increase taxes until certain taxpayers 
believe that they are not being taxed more than they should be taxed 
in comparison with their competitors. lam saying that we have that 
fallacy to deal with, and it is a very practical one, in my opinion. 

Mr. Martin. I have another question and I do not believe it will 
require an executive session. 

I would like to have an answer, simply yes or no. Have Adonis 
and Jake Guzik been required to answer all questions asked by 
Agent Kline? 

“Mr. Ourenanr. Being a lawyer, it is very hard for me to answer 
yes or no. I would say, as a matter of general approach to the 
examination of any taxpayer, that they, like ¢ any taxpayer, have been 
required to answer any questions that the examining agent may have 
asked, whoever that examining agent may be. 

Mr. Martin. I am still not quite satisfied with that. 

Mr. Kean. Along that line, I think it is Drew Pearson’s column 
that has been giving a lot of information with reference to certain 
taxes of those who are supposed to be in illegitimate businesses. 
Where does he get those figures? 

Mr. Ouipnant. I can only repeat the remark that the Commissioner 
made this morning, that the Bureau is disturbed, as I am sure the 
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members of this committee are, that statements like that appear in 
the public press. | can only reiterate his conviction that information 
of that type was not furnished by the employees of the Bureau of 
Internal Revenue. 

Mr. Kean. Where else could he have gotten it? 

Mr. Enernarrer. Some lawyers or accountants. 

Mr. Kean. Was that information on certain of those people sent 
to another body up here on Capitol Hill? 

Mr. ScHorNeMAN. Yes. | wonder if the writer of those articles 
could not answer your question, Mr. Kean? 

Mr. Marvin. L have been corrected on the misuse of the name 
“Adonis.”” | would like to ask the same question with respect to 
whether or not Toni Accardo has been required to answer all ques- 
tions propounded to him by Agent Kline? 

Mr. Otieuanr. My answer to that would be exactly the same. 

Mr. Martin. What is that—ves or no? 

Mr. Outenanr. In examining any taxpayer | feel sure than the 
examining officer has required the answer to any question which he 
can legitimately ask. 

Mr. Martin. Has he answered all questions? 

Mr. Ourenanr. 1 do not want to create the impression that we are 
standing ona technicality. We have had some reference to newspaper 
comments. | would prefer personally to believe that those matters 
could better be discussed in executive session. 

Mr. Comes. In view of this line of questioning, | would like to ask 
Mr. Oliphant this, for my own information, and maybe for yours 
now, When a taxpayer refuses to answer questions that the agent of 
the Bureau thinks ought to be answered, what is vour method of 
enforcing his compliance? Do vou apply to a court for an order to 
compel him to answer? 

Mr. Oureuanr. You are a hundred percent correct; that is exactly 
the way it is done. If there is a refusal on the part of the taxpaver 
to answer questions on the interrogation by the Commissioner's agent, 
then by statute the Commissioner has the right to proceed to the up- 
propriate district judge to compel the testimony. 

Mr. Comes. | thought that was the rule. In other words, the en- 
forcing department, the executive branch of the Government, is not 
a judge or jury, and vou have to submit it to a United States court to 
determine whether or not under the law the man should be compelled 
to answer. 

Mr. Oureuanr. You are entirely correct. 

Mr. Comus. Then I think this line of questioning, as far as it has 
been directed to you, has been misplaced entirely. 

Mr. Marvin. Is there any court procedure in progress regarding 
the men that | mentioned with regard to their refusal to answer the 
questions propounded to them? 

Mr. Ourenanr. | know of no proceedings of record. 

Mr. Kran. Would it be contrary to law to have a newspaper 
publisher publish information about a personal income-tax return 
which they might have gotten from some employee of a committee of 
Congress? 

Mr. Ovrenanr. Without going into a brief on the law, the statute 
itself, section 55, makes it a criminal offense to print or publish 
information. As ts usually the case, that is what the statute says, 
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The case law, as vou are well aware, is that in general—and this is 
strictly horseback —if information is obtained legitimately, then 
usually the printed published cases hold that the statutory prohibition 
against printing and publishing do not apply. It is a fact question 
in each case whether or not the information was obtained legitimately, 
You are of course familiar with 

Mr. Kean. 1 am not familiar; I am not a lawyer. 

Mr. Ovienanr. There is a general proposition of law that if infor- 
mation is obtained illegally it ean be published in the case of a statu- 
tory ban without incurring a criminal sanction. That, [ may say, 
has nothing to do with the laws with respect to libel. 

The Cuatmman. Mr. Commissioner, there are some taxpayers, | 
understand, whose returns are audited every year while many, many 
others are not audited at all. Is that the case? If so, is there some 
special reason why the work should not be spread out more? Are 
those under suspicion who are audited every year? 

Mr. ScHOENEMAN. [assume that you are speaking of the individual 
taxpayers, 

The CHarkMan. Yes. 

Mr. SCHOENEMAN. Of COUrSse, in the cuse of corporations, the 
returns of a great many of them are audited every year. In the 
ease of an individual who is reached every year for investigation, 
unless by accident he fas under this audit control program, the 
agent in selecting that return for examination would have a very 
good reason for wanting to go over it again. 

The CuatrMan. Unless they found something wrong they would 
not repeat? 

Mr. ScHOENEMAN. It would be the exceptional thing to examine 
the same return for the following year, unless there was something 
in the previous return that would alert the agent. 

The CuatrrmMan. Now, some corporations allege that you maintain 
auditors the year round with them. Is that necessary? Is that vour 
practice? 

Mr. SecHoeNeMAN. It is our custom, and it is necessary in connec- 
tion with a very large corporation. The large corporate returns are 
bound to result in errors both ways. While our agents are not in 
their offices continually, they are there a great part of the time. I 
am now speaking of the very large corporations. 

The Cuairman. They evidently have competent auditors, the very 
best that they can employ. Is the reason that vou keep auditors there 
because the large corporations are under suspicion? 

Mr. Scnhoeneman. No, sir. | think that it is the duty of an auditor 
to claim everything that he thinks he has a chance of proving, and 
many of our agents attack those items. It is a perfectly proper thing 
for an auditor to claim everything that he thinks he is entitled to. 
There may be a borderline case and there may be a difference of 
opinion. 

The CuatrMan. Can you not find that out when you audit his 
return when it comes into the collector’s office? 

Mr. Scnooeneman. That return is not investigated until it comes 
to the collector's office. 

The Cuatrman. Then why do vou keep an auditor there all the 
time? 
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Mr. Schoeneman. Perhaps I should have explained that when an 
agent receives a return from a large corporation, extremely large, that 
will require the work of several agents, and while they do not get into 
the corporation’s office until after the return is filed, it will be so full 

of complications that they will be there quite a long time. 

The Cuarrman. They do not get into his office? Where do they 
stay, and what are they doing if they are assigned there all the time? 

Mr. Schoeneman. If an agent has a large corporate return assigned 
to him, he has to go to the taxpaver’s place of business and inspect 
his books. 

The Cuartrman. Is that before the corporation makes its return? 

Mr. ScnorneMan. That is after the return is filed by the cor- 
poration. 

The Caarrman. If that is the case the agent would not be needed 
there the year round. 

Mr. Scuorneman. I do not mean to give the impression that he is 
there the year round. 

The CnairmMan. Some cases have been brought to my attention 
in which the Bureau maintains auditors at the corporate office regu- 
larly. JT am asking if that is so, and if not, could vou not use the 
manpower better by spreading it out, inasmuch as you are short of 
manpower to keep up with the taxpavers? 

Mr. ScuoeNeman. No. When men are in the office of the corpora- 
tion for a great amount of time it is because the beg are so compli- 
cated that it takes a great amount of time until they can be satisfied 
that the audit is complete. They stay no longer is is necessary, 
and when they are through with the examination they go to an- 
other case. 

I would sav in the case of the largest corporations it is not a case of 
one man being assigned; it is a case of three or four agents 
being assigned, 

The Cuatrrman. With what regularity do they stay there? Do they 
occupy their full time there, or do they go in occasionally? If they 
stay there it would seem to me they would interfere with the work of 
an honest corporation. He would not be there unless there was some 
suspicion. It seems to me that the corporations would be justified 
in compli ‘ining about that. 

Mr. Evpinerietp. The revenue agent in examining the books of a 
corporation does it in connection with some year that is under exami 
nation. There may be several years that are under examination 
at the same time, and most of the large corporations are very desirous 
of having the agent there to iron out their difficulties and get their 
cases straight. 

In my experience the corporations are very glad to have them there. 
They do not object to them at all, because they get their tax returns 
closed out more quickly. 

The Cuatreman. I can see that, but I am just asking if the Bureau 
is not doing work that the corporation ought to do itself. If the 
Bureau is short of manpower would it not be better if they were out 
in the field investigating cases elsewhere? 

Mr. Eppincrieip. Those large corporations have such large 
incomes and such a large number of issues that have to be deter- 
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mined—-some have as many as a hundred to a hundred fifty issues 
that are doubtful—and 

The CHarrmMan. Do they not have tax attorneys and auditors that 
are just as familiar with tax laws and just as competent as any of your 
auditors? 

Mr. Eppincrieip. I do not know whether they have them as 
familiar with the tax laws or not, because it requires a great deal of 
study and a following of the decisions to keep current with the modern 
rulings. 

The CuHarrman. It is my impression—I may be wrong—that these 
large corporations employ, or keep at their disposal, the very best 
tax talent that they can get, equal to anyone, so that they will not 
make mistakes and have trouble with the Bureau, and they pay their 
taxes honestly. If that be the case, unless they are under suspicion, 
why is it necessary to have auditors there to help them do things they 
know how to do better than anyone else? 

Mr. Scnoreneman. The fact that when we get through with an 
examination of that type we do have adjustments to make would 
indicate that we should not accept the return of a corporation on the 
theory thev have good accountants and good lawyers and therefore 
we can assume the returns are accurate. I think it is only by reason 
of the auditing examination that we are able to find out whether the 
returns are accurate, and I think the proof of the fact that it is the 
proper thing to do is the fact that we usually end up with a great 
many tax adjustments. 

The CHairman. How many auditors do vou keep at General 
Motors all the time? 

Mr. Scuoeneman. I think I can get the answer for you in just a 
moment, Mr. Chairman. 

The Cuarmman. Very well. 

Mr. Scuoeneman. | do not think these four men are assigned to 
General Motors all the time. 

The CuatrmMan. Full time? 

Mr. ScooeneMAN. Yes. 


STATEMENT OF CLIFFORD STOWE, ASSISTANT DEPUTY 
COMMISSIONER, INCOME TAX UNIT 


Mr. Srowe. That is not quite true. There are four men who are 
on the job on a 12-month basis, and as the occasion arises additional 
men are put on in order to expedite the case. 

The Cuatrman. I have nothing against General Motors or any 
big corporation, but I am just wondering why it is necessary to have 
a continuous audit at their place of business, and if that is not an un- 
necessary expenditure of money and effort. I do not want to be mis- 
understood, and I certainly want vou to have all the money you need to 
collect the taxes which the law says should be collected. Lam just ask- 
ing for information, whether or not there is a duplication, especially 
since there are several corporations, as vou indicated earlier, which do 
not have their returns audited at all. I believe that was the testi- 
mony here this morning—that only a small percentage of them are 
audited. 
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Mr. ScuoeneMan. Mr. Chairman, when we audit the books of a 
corporation such as General Motors, it is not on the basis of a suspicion 
that they may be doing something to deprive the Government of 
revenue, but it is a check-up of the items that appear in their return to 
be certain that the items that they claim as deductions are proper 
deductions. 

I believe Mr. Stowe has just a little further testimony. 

The Cuarrman. | can see that it might be necessary to get addi- 
tional information at their place of business after they have had an 
audit of the books in the collector's office? 

Mr. Scooeneman. I think the kind of examination, Mr. Chairman, 
could not be made at the agent’s office; they have got to go to the 
place where the books are kept, and if they were required to bring their 
books to the agent’s office | think it would involve a serious interrup- 
tion of their business. It would work a hardship on the taxpaver. 
Mr. Stowe has some additional evidence he would like to give in that 
connection, 

The Cuairman. Yes, Mr. Stowe. 

Mr. Stowe. With respect to the particular corporation that has 
been mentioned, Mr. Chairman, I may point out that there are many 
separate divisions of that corporation scattered over the entire coun- 
try, each one of them maintaining its own separate, complete staff 
and accounting records. In order to make any vertifieation of the 
taxable income of that corporation it is necessary to visit separate 
plants and divisions of the corporation in order to make the audit of 
the records maintained at the separate divisions. Consequently it 
would be a physical impossibility to make an audit anywhere other 
than in the separate offices of the corporation. 

The Cuatemayn. [ understood vou to sav that it was necessary to 
visit the office of the corporation and that vou had four or five men 
at headquarters in addition? 

Mr. Srowr. These agents work in the general office insofar as the 
audit of the general books maintained at the headquarters office are 
concerned, but these men, in travel status 8 or 9 months a vear visit 
the plants that are scattered from the east coast to the west coast, 
so they may work for a part of the vear at the headquarter’s office, 
but they are actually visiting the various plants and offices and divi- 
sions of the corporation seattered throughout the entire country. 

The Cuarrman. | understood vou to say before that vou had men 
at General Motors, in addition to these auditors who visit these other 
places? 

Mr. Srowr. No: the same men are able to get around throughout 
the country, but by reason of the size of the job it ts necessary to 
supplement the number by adding other men to do a temporary job. 

The Cuainman. Mr. Combs. 

Mr. Comes. You emphasized a while ago that insofar as the audit 
is concerned it is not necessarily an indication of crookedness on the 
part of a corporation, but the purpose is to determine the actual 
methods relating to income used by the corporation. 

Mr. Scoorneman. That is correct. 

Mr. Comrs. In other words, they may have charged off items as 
deductions and it is necessary for you to audit the books of the 
concern to determine whether or not their interpretation of the law 
is in accordance with the rulings of the Bureau? 
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Mr. Srowr. That is correct. 

Mr. Comrs. And they may not place an interpretation on the 
law as you interpret it? 

Mr. Srowe. That is entirely correct. 

The Cuarmman. Any further questions? 

Mr. Minus. Mr. Schoeneman, 1 have some questions, but vou 
have been so excellent a witness, and I know vou are worn out, that 
] will not ask them now. 

Mr. Scuoeneman. It is certainly all right with me. [am not tired. 

The Cuarrman. We may want vou to return for subsequent exami- 
nation. 

Mr. ScHoenNeMAN. At any time vou indicate I will be glad to do so. 

The Cuatreman. | understand the Deputy Commissioner will be 
here. 

Mr. ScHOENEMAN. He is here now. 

The Cuarrman. We will not have time to hear him now. 

] want to express my appreciation and that of the committee for 
the information you have given us. 

Mr. Reep. And may | join with the chairman in saving that you 
have been very helpful. 

The (CHAIRMAN. Without objection the committee will stand 
adjourned until 10 a. m. Thursday. 

(At 4:37 p. m. the committee adjourned until 10 a. m. Thursday, 
February 8, 1951.) : 
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THURSDAY, FEBRUARY 8, 1951 


House or REPRESENTATIVES, 
Commitree ON Ways Anp MEANs, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Robert L. Doughton (chair- 
man) presiding. 

The CuarrmMan. The first witness this morning is Hon. Frederick J. 
Lawton, Director of the Bureau of the Budget. 

Please give vour name, address, and the capacity in which you 
appear for the benefit of the record. Of course, we all know you. 


STATEMENT OF HON. FREDERICK J. LAWTON, DIRECTOR OF THE 
BUREAU OF THE BUDGET 


Mr. Lawton. My name is Frederick J. Lawton; I am Director of 
the Bureau of the Budget. 1 am appearing in that capacity before 
the committee this morning. 

The CuatrrmMan. You have a prepared statement. Would vou pre- 
fer to make your statement without interruption, Mr. Director, 
and to answer questions later? 

Mr. Lawron. Yes; | would prefer to read my statement and then 
answer any questions. 

The CuarrMan. Without objection, you may proceed with that 
understanding. 

Mr. Lawron. Mr. Chairman and gentlemen of the committee, 
this committee is already familiar with the broad outlines of the 
President’s 1952 budget recommendations. 

It might be most helpful to your deliberations, therefore, if I spoke 
briefly on some of the individual programs which make up the budget 
total and then discussed in general terms, the significant aspects of our 
budgetary and fiscal position for 1952 and beyond. 

As you know, two major security programs make up the great bulk 
of estimated expenditures for 1952. Direct expenditures for military 
services alone are estimated at 41.4 billion dollars, an amount greater 
than the entire Federal budget for any postwar vear up to 1951. The 
other program, international security and foreign affairs, which is 
designed to build up the military and economic strength of our allies 
and other free nations, is estimated at 7.5 billion dollars. Together 
these two programs represent 68 percent of the budget. 

| would like to stress that these are only the major security pro- 
crams in the budget. It is not possible to expand our defense effort 
to the level contemplated in this budget, without taking essential 
steps elsewhere in the budget to support that effort. The 1952 budget, 
therefore, ineludes other heavy expenditures for both the expansion 
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of certain existing programs and the start of new activities to provide 
for the national security. These expenditures are classified in other 
functional categories of the budget, categories which are thought of as 
‘“nondefense.”” I will mention these supporting security programs 
later. 

The 1952 budget also includes nearly 11 billion dollars to meet the 
costs of two large continuing charges of the Federal Government. 
These are interest on the debt and veterans’ services and benefits. 
Both programs arise almost wholly from past wars in which the 
country has engaged. Interest on the debt is estimated at 5.9 
billion dollars in 1952. Veterans’ services and benefits are budgeted 
at 4.9 billion dollars in 1952. While expenditures for this program 
may be influenced to a slight degree by administrative and budgetary 
action, nearly the entire cost is dictated by the number of veterans 
who choose to avail themselves of rights and benefits granted in basic 
law. The 1952 estimates, for example, are based on such workloads 
as 3,168,000 compensation and pension cases, 1,000,000 veterans in 
education and training, an average daily patient load in veterans’ 
hospitals and homes of 138,000, and nearly 5,000,000 veterans re- 
ceiving out-patient examinations and treatments. To meet these 
workloads alone the budget provides 4.4 billion dollars for 1952. 
In addition, of course, there are loan guaranties and other readjust- 
ment benefits, the costs of administering veterans’ insurance and 
other services and general administration. 

The four large programs I have mentioned —military services, 
international, interest. and veterans’ services and benefits—total 
nearly $60,000,000,000, or 83 percent of the budget. 

I would like to discuss the remaining 11.9 billion dollars expenditures 
ina little more detail and give vou a picture of some of the decisions 
taken with respect to various programs included within that portion 
of the budget. 

First, six major programs directly supporting national security are 
included within the 11.9 billion dollars. These programs are 

1. Atomic energy development which is listed as an item under the 
natural resources category. Expenditures for 1952 are estimated at 
1.3 billion dollars, more than half the total cost of natural resources 
development. 

2. Defense production activities and economic stabilization and 
controls, authorized last September in the Defense Production Act, 
are budgeted under the finance, commerce, and industry category. 
Expenditures for 1952 are estimated at 1.4 billion dollars. 

3. Civil defense, a new program enacted early in January, is classi- 
fied in part of housing and community development. An estimated 
$330,000,000 is included to carry out the act. 

4. Provision of housing, schools, water svstems, and other com- 
munity services for industrial workers and military personnel in ex- 
panded defense areas is also included under the housing and com- 
munity development category. Expenditures of $100,000,000 are in- 
cluded in the budget to carry out proposed legislation now before the 
Congress. 

5. Dispersal of key Government agencies to areas outside the Dis- 
trict of Columbia in order to minimize possible disruption of the 
National Government in the event of enemy attack appears under the 
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functional classification of General Government. Expenditures under 
this proposed legislation are estimated to cost $164,000,000 in 1952, 

6. Maritime activities, which are designed to assure a merchant 
shipping fleet for defense needs, are represented by an estimate of 
$354,000,000 in the category of transportation and communication. 

These six programs, four of which have been included in the budget 
for the first time as a result of the attack in Korea, total 3.6 billion 
dollars. They are by no means a definitive list of national security 
programs. | have not, for example, listed many other items which 
have been directly influenced by the present emergency. Items which 
might also be listed include the new port-security program of the 
Coast Guard, authorized last summer, the expanded internal security 
activities of the Federal Bureau of Investigation and other agencies 
and the tmncreased production and transmission of electrical energy 
necessary to support the defense effort. 

With respect to the remaining programs of the Government it is 
necessary to meet a number of fixed and continuing charges. While 
interest on the debt and veterans’ benefits are the principal examples 
of such charges, there are many other programs whose annual costs, 
under existing legislation, largerly depend upon factors over which the 
Government has very little control. Budgeting for them, therefore, is 
chiefly a process of forecasting workloads. 

A large item in this group of continuing charges is public assistance 
grants to States. Under this program, the Federal Government 
matches a certain portion of the money devoted by the States to 
public assistance. While there will be some decrease in 1952 in the 
number of dependent children and needy aged receiving aid, because 
of improved economic conditions and the recent expansion of our 
system of old age and survivors insurance these decreases will be 
more than offset by other amendments to our social-security laws 
enacted last August. These amendments augmented our program of 
aid to the blind and extended aid to a new category of beneficiaries 
the permanently and totally disabled. Under this new category, 
approximately 250,000 new beneficiaries of public assistance payments 
are included in the 1952 budget. 

On the basis of carefully estimated workloads which take into 
account the plans of the various States, the 1952 budget includes 
1.3 billion dollars for publie assistance. 

Another fixed charge in the budget is a $646,000,000 transfer to the 
railroad retirement trust account, consisting mainly of payroll taxes 
collected from railroad emplovers and emplovees. 

Expenditures in any one year for the Federal-aid highway program 
are another fixed charge in the budget. In 1952, for example, more 
than $400,000,000 is included in the budget to make payments to the 
States for highway projects, most of which are now approved and are 
under construction. These payments will be made from funds appor- 
tioned to the States as a result of the Federal-Aid Highway Acts of 
1944 and 1948. No expenditures will be made in 1952 from the funds 
made available to the States by the 1950 Federal-Aid Highway Act 
of last September. Expenditures from this act will occur in 1953, 
1954, and subsequent vears. 

These and other fixed and continuing charges are estimated in the 
1952 budget at about $3,000,000,000. When they are added to the six 
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programs | have listed as directly supporting national security, there 
remains in the so-called ‘all other’ portion of the budget about 5.1 
billion dollars, or about 7 percent of all estimated expenditures. 

Within this total are additional amounts which are already com- 
mitted by the Government under present legislation; for example, 
such agricultural programs as price support, conservation and us¢ 
payments, REA loans, and payments under the international wheat 
agreement and the Sugar Act. All of these are fixed either by pro- 
visions of law, by commitments being made on the 1951 crop-year, or 
by loan obligations already incurred. These amount to over 
$1,000,000 ,000. 

The postal deficit is also included as a $160,000,000 item. As you 
know, unless postal-rate legislation is enacted, the estimated deficit, 
under current projections of postal volume, would be about 
$520 000,000. 

Also included in this segment of the budget are many items for 
which the level of the program for 1952 has been determined, in large 
part, by considerations of national defense. Increases have been 
recommended for the Tennessee Valley Authority and the Coast 
Guard. Estimated expenditures for these two agencies alone amount 
to $436,000.000 in 1952 

In mentioning activities which support national security, I am 
not implying that all programs in the budget are defense-related. 
Many of the appropriations requested have ‘little direct be ‘“aring on 
defense They are essential, however, to good government and the 
orderly conduct of authorized activities. Furthermore, the general 
increase in the size of the Government's program and the level of 
economic activity has produced new workloads, —s in many 
cases increased appropriations. In times like these, the Government’s 
job of collecting taxes, of carrying the mail and of operating our air- 
ways gets bigger, not smaller. 

Despite all these considerations, significant adjustments have been 
made in this remaining segment of the budget. Some programs have 
been sharply curtailed. Some have been redirected to bring them 
more realistically in line with new national needs. The full effect 
of these actions will not be fully reflected in expenditures until 1955 
and later years, however. Sharp reductions in authorizations for 
hospital construction grants and rural electrification loans illustrate 
this point. 

Authorizations for new loans by the Rural Electrification Adminis- 
tration have been reduced from $383,000,000 in 1951 to $109,000,000 
in 1952. Expenditures for the program, however, will drop off less 
sharply, from $312,000,000 to $269,000,000. This is because more 
than $240,000,000 in the expenditures shown for 1952 will be paid 
from prior year funds to meet obligations already incurred by the 
Government. 

Similarly, the 1952 budget recommends a reduction from $160,000,- 
000 to $75,000,000 in new authorizations for hospital construction 
vrants. Expenditures, however, will decline only $4,000,000. This 
arises from the facet that the entire $136,000,000 in estimated expen- 
ditures for 1952 will be from prior vear funds to carry out agreements 
with States to pay for hospitals under construction. 

Programs of the Corps of Engineers, the Bureau of Reclamation, 
and other construction agencies have been significantly redirected in 
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1951 and 1952, as a result of two specific decisions. The first decision 
was to move forward, particularly in critical power-shortage areas, to 
complete projects involving power. This decision followed a careful 
review of present and potential power requirements of the defense 
effort. The second decision called for the curtailment or deferral of 
all other public works upon which construction could be stopped 
without undue economic waste. 

During this fiscal vear, a total of 30 Corps of Engineers’ projects 
which had been under construction in 1950 received no additional 
funds in 1951. In the 1952 budget, the base of going projects has 
been further reduced. Nearly 35 projects which were under con- 
struction in 1951 have been deferred in 1952 and no funds have been 
recommended for them. The total cost of completing these deferred 
projects is well above $200,000,000. 

The question of further curtailment of river and harbor and flood- 
control projects can be answered only in terms of the power which 
would be lost or the economic waste which would result. In the 
flood-control field, for example, 10 large projects now under con- 
struction will cost $184,000,000 in 1952, or about 60 percent of all 
construction money included for flood control. On the average, 
these 10 projects are about 73 percent completed. The choice, there- 
fore, lies between finishing projects with substantial power benefits 
which are already nearing completion or shutting them down for an 
indefinite period and running the risk in many cases of losing partially 
completed structures or paying the claims of contractors now at work 
on the sites. 

Not all projects, of course, have power potential. Yet, the same 
basic decisions must be reached with respect to them, also. Should 
we, for example, complete in 1952 the Chain of Rocks improvement 
on the Mississippi River which will permit passage of 10,000,000 tons 
of river traffic through difficult rapids; or should we allow the works 
which are already more than four-fifths completed at a cost of more 
than 33.5 million dollars to lie unused? 

The proper level of expenditures for public works should be de- 
termined only on the basis of answers to questions such as these. 
Actions already taken in 1951 and recommended in the 1952 budget 
redirect the civil works programs of the Government on an orderly 
and realistic schedule, which takes into account the progress and 
potential of each individual project. 

In summing up the expenditure figures for 1952, two facts stand 
out in my mind. 

First is the fact that, within any budget, there is a close and direct 
relationship between individual programs. Rapid expansion or con- 
traction of a major segment of the budget cannot be programed 
independently. As we have moved rapidly to expand our military 
services, it has been necessary to recommend complementary and 
supporting actions elsewhere in the budget. 

Second is the fact that it is not possible to regulate or adjust most 
expenditures at will within any one fiscal vear. Most Government 
programs are large and complex, and many months frequently elapse 
between congressional authorizations to spend and actual expendi- 
tures. For this reason, there is a basic momentum in large Federal 
programs which means that expenditures cannot be radically altered 
except over a period of time. In other words, Federal expenditures 
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cannot be turned on and off like a water tap. The 1952 budget, for 
example, is in large part the result of a tremendous number of decisions 
and commitments made in prior vears. Almost half of all 1952 
expenditures, or nearly 31 billion dollars will occur in 1952 as a result 
of appropriations, contract authority, and other authorizations already 
enacted. When other fixed items of expenditure, such as interest on 
the public debt, are taken into account, it can be seen that the area 
of flexibility for controlling expenditures in a single vear is compar- 
atively limited. This fact is frequently overlooked when we talk of 
sizable curtailments in Government spending and attempt to relate 
them to the immediate vear before us. 

Finally, | would like to emphasize that, while the expenditure figures 
for 1952 are important, the amount of new obligational authority 
requested in this budget is of equal if not greater importance. In a 
rapidly expanding defense program it is new obligational authority, 
rather than expenditures, which most directly affects the economy, 
which sets in motion an expanded Government program and strue- 
ture, and which largely dictates the resulting level of expenditure in 
future vears. In the fiseal vear 1950, for example, the Congress 
granted new obligational authority amounting to 50.2 billion dollars. 
In 1951, obligational authority, either requested or already enacted, 
amounts to 87.5 billion dollars. In 1952, the estimated amount is 
04.4 billion dollars. Thus, over a 3-vear span, new obligational 
authority is estimated at 232 billion dollars. Expenditures, however, 
will lag far behind that amount, since they are estimated at 159 
billion dollars for the same 3-vear span. The Federal Government, 
therefore, will enter fiscal vear 1953 with unexpended balances from 
these authorizations of over 70 billion dollars. These funds will be 

spent in 1953 and beyond. 

The build-up of the rate at which the Government incurs obligations 
and the relationship, of that rate to actual expenditures is the result 
of many complex factors. Today, for example, we hear comment that 
military expenditures are not increasing very rapidly. During the 
first 7 months of this fiscal vear, actual expenditures for the military 
have amounted to less than 10 billion dollars. Obligations have been 
ineurred of more than 20 billion dollars, or twice that amount, how- 
ever. That gap will widen further during the remaining 5 months of 
the vear. By June 30, the military services will have obligated an 
additional 34 billion dollars out of available authorizations, but in the 
same period only about 11 billion dollars more will have been spent. 

These heavy obligations are setting in motion the whole vast ma- 
chinery of the defense effort. On the basis of letters of intent and 
actual contracts, industry is making advance purchases, enlarging 
plant capacity, and hiring personnel. Expenditures will build up 
months later as goods are delivered. 

The measurement of the Government's obligations and commit- 
ments is essential to an understanding of the heavy fiscal problems 
which lie ahead. Current receipts and expenditures furnish an in- 
complete index to the level of the program on which the country has 
embarked. At the end of January, for example, Government ae 
tions showed a small surplus for the first 7 months of this fiscal vea 
By March 31, the end of the third quarter, that surplus will increase, 
as a result of March income-tax returns. Constantly increasing ex- 
penditures in the last quarter, however, combined with lower receipts, 
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will drastically reverse the budgetary picture, and the Government will 
end the fiscal year with a substantial deficit. That deficit: will in- 
crease further in the first, second, and fourth quarters of the fiscal year 
1952 under present tax legislation. 

The CuarrmMan. Does that complete your main statement, Mr. 
Director? 

Mr. Lawron. That completes my statement, Mr. Chairman. 

The CuarrmMan. You are doubtless aware, perhaps not so fully as 
some members of this committee, of a widespread feeling throughout 
the country, emong those who carry the burden of the heavy load of 
taxation, that especially during this national emergeney, but even 
before the emergency developed, that there could be considerable 
economies effected in governmental expenditures and operations with- 
out seriously impairing the necessary governmental services. Doubt- 
less vou are aware of that, but not perhaps so fully as some of us who 
get loads of mail daily complaining about the heavy taxes, and the 
prospective increase in taxes, and urging that two things should be 
done before any tax increases are made: first, that we curtail and cut 
out all unnecessary public expenditures; and second, postpone those 
that are necessary but which ean be deferred until the emergency 
passes. 

Our committee is encountering this widespread publie sentiment 
that too much money is being requested and expended for nondefense 
and unnecessary public expenditures. You perhaps are somewhat 
aware of that situation. 

Mr. Lawron. [| am, sir. 

The CHairman. And, unless we can remove from the public reind 
this widespread feeling, it is very difficult to legislate higher taxes in 
the face of strong public sentiment in opposition to what vou are 
trving to do. 

Now, are the estimates that vou, as Director of the Bureau ot the 
Budget have made, based mainly upon the reports made to you by the 
heads of the various departments as to their needs and requirements? 

Mr. Lawvon. They are based initially, of course, on the estimates 
submitted to us by the various departments of the Government. 
Those estimates are reviewed by the staff of the Bureau of the Budget, 
Hearings were held on those estimates, and reductions have been 
made wherever they have seemed possible in the estimates that were 
transmitted by the President to the Congress. Those estimates 
have been sereened and scrutinized. They do not represent what 
many of the agencies requested; they represent an amount consid- 
erably less than that. They will be further screened by congressional 
committees, which began hearings this morning on each of the items 
in the Budget. The committees will call before them the department 
heads and other witnesses to determine the need for each individual 
estimate of appropriation and each individual project, in many cases, 
within the appropriation. 

The CuatrmMan. Approximately how much have vou sereened and 
cut in your budget recommendations in billions of dollars from the 
total amount requested by the departments? How much success 
have you had in that? 

Mr. Lawton. We have reduced the estimates by a couple of billions 
of dollars below the departmental requests. That figure, of course, 
applies ouly to appropriation requests. It does not include reduc- 
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tions made in estimates for proposed legislation or reductions made 
through revised forecasts of workload as a result of changed economic 
conditions and other factors. Furthermore, we have not had a 
detailed examination made of the two major items which are in this 
budget, namely, military services, detailed estimates for which are 
now in course of preparation and will come before us within the 
next week or two, and the international programs which will depend 
largely—about 50 percent—on legislation which will be presented to 
the Congress and which must be enacted by the Congress before the 
expenditures can be made. I am talking about basic legislation 
rather than just appropriation requests. 

The CHarrman. Of course, it is vatural that the Congress in its 
action with respect to appropriations will consider very carefully the 
recommendations made by the budget. You mentioned the fact 
that the Appropriations Committee will call the heads of the depart- 
ments before them and will scrutinize very carefully the recom- 
mendations of the Bureau of the Budget. Now, how far do you think 
we can go in relviag on any curtailment that the Appropriations 
Committee may make? As you know, there will be strong pressure 
put on the Appropriations Committee by groups and individuals who 
favor projects here, projects there, and projects vonder. Do you 
think the Appropriations Committee will still be able to cut lower the 
estimates of appropriations below the recommendations of the budget? 
Can our committee have any hope of that? 

Mir. Lawron. They may, as a matter of policy, make some de- 
cisions which are different from those we have made. But also 
there is one other major question that is involved in the budget; that 
is the question of basic authority or basic legislation, as, for example, 
programs for public-assistance grants or price supports, which we do 
not feel we can repeal by means of budgetary action. We feel we must 
follow the basic intent of the Congress in enacting programs such as 
public assistance, which came out of this committee and the Senate 
committee last fall, after Korea, and which contained a new category 
of beneficiaries. In such cases, we feel we must estimate on an 
economic basis for the number of people who will qualify for benefits 
and that we cannot, by budgetary action, change the law that Congress 
has just enacted. I am speaking here on grants to States for public 
assistance. The same thing is true of the price-support program, 
where there are mandatory price supports. That money comes out 
of the corporation account and is not annually appropriated. 

Then there is an expenditure in the budget for transfer to the rail- 
road retirement fund of payroll taxes that are levied on both railroad 
labor and management. We can do nothing about that, because the 
law requires that such a transfer be made. 

A good many of these questions are questions of whether vou are 
going to change basic laws and basic philosophies that have been 
established by the Government. 

The Cuatmeman. We are supposed to be dealing now mainly with 
emergency legislation and additional revenue to meet an emergency 
situation. Now, in the amount of the estimates you have mi: ade, 
how much is not authorized by present law but is in contemplation 
of anticipated legislation; for instance, in the category of education 
and general research? You say more than one-half of the estimated 
expenditures for 1952—namely, 200,000,000 dollars—are for pro- 
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grams which Congress has not specifically authorized. How can 
vou very safely estimate and expect us to raise revenue for projects 
that Congress has not vet authorized? 

Mr. Lawron. We have included in the budget both estimates of 
expenditures under existing programs, and under new programs pro- 
posed by the President, to give you a complete picture of the budget- 
ary situation. I can give you a statement of the legislation that is 
included in this budget that has not yet been enacted. 

First, there is the extension of the Defense Production Act au- 
thority for plant expansion and procurement facilities. This item 
represents the 1.2 million dollars which was authorized last September 
but which has not been appropriated in this vear. 

There is also $330,000,000 for extension of the economic stabiliza- 
tion program. As you know, under the Defense Production Act, 
those programs are only authorized for the fiscal vear 1951. 

If controls are to operate in 1952, there has to be an extension of 
the terminal date of the act. Also, if plant expansion and production 
loans are to be made in 1952, there will have to be an extension of 
the terminal date. 

Next, for the program of mutual assistance to North Atlantic 
Pact countries and other countries for military items and economic 
goods necessary for them to increase their own military production, 
there is 9.5 billion dollars. 

There is an additional authorization of $1,000,000,000 for loans for 
the Export-Import Bank; and $50,000,000 for extension of the Selec- 
tive Service System, which also expires this vear. 

The total of these extensions of existing authority amounts to 
$12,000,000,000 in authorization, of which $4,075,000,000 will be 
spent in 1952. That is the estimated expenditure under those 
authorizations. 

As to new authorizations, there is an authorization of $150,000,000 
for defense housing, for which Congress now has legislation before it; 
aid to education, $300,000,000; aid to medical education and local 
public-health services, $35,000,000; St. Lawrence seaway and power 
project, $20,000,000; Hell's Canvon power project, $8,000,000. The 
total estimated expenditures for those purposes out of the proposed 
authorizations are $605,000,000. 

There is, in addition another item of proposed legislation which is 
being submitted to the Congress which will raise postal rates by 
$561,000,000 and reduce the postal deficit by that amount. 

The net total of all these items on an expenditure basis in 1952 
is $4,319,000,000, 

The CuarrmMan. Why is it necessary, if it is necessary at all, for the 
Congress to determine a tax program to raise revenue for a local 
health service before this broad policy has been determined? 

Mr. Lawron. The decision on that, of course, is one that the 
Congress will have to make. The amount of money referred to for 
medical education and local health is $30,000,000 in expenditures. 

The Cuatrrman. I know, but vou are requesting revenue for a policy 
that has not vet been determined at a time when we are trying to raise 
money for defense purposes. Why should not the question of broad 
poliev, which is not directly related to defense, be deferred? What 
would be your recommendation about that? Your recommendation 
is supposed to carry and does carry great weight and requires careful 
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attention by the committee. And it would seem to me that issues 
like this, which are not related to national defense, could, in a time of 
emergency, be left out of the budget very appropriately until a broad 
policy is defined. 

Mr. Lawvron. There is a distinct shortage of doctors, for instance, 
at the moment. You are aware of that, | am sure. We are aware of 
the fact that the military services have had to institute a draft of 
doctors. It is also a fact that there are two veterans’ hospitals re- 
cently completed whose openings have been delayed because of the 
shortage of doctors. One of them was delayed in opening from No- 
vember until February, notwithstanding the fact that the plant was 
already completed. Another hospital in the same locality, in West 
Virginia, has not yet been opened, also because of the shortage of 
doctors. 

The Cuatreman. How long would it take, if vou are going to start 
inona policy of that kind, to overcome the shortage of doctors? Does 
it not require 4 or 5 years’ education at least before doctors can be 
graduated from a medical school? It seems to me that the shortgage 
of doctors is something that could not be solved now. You could not 
have the doctors for 4 or 5 yvears—it would be possibly 1953 or 1954 
before they would be available anyway. 

Mr. Lawron, That is correct, and it may be we are too late in 
starting the program already. You have to judge how long this inter- 
national tension, this type of emergency, will last and then evaluate 
whether there is need for this program. That is a decision which the 
Congress itself will have to make. If it decides that this program is 
to be carried out, then the program of public health services and 
medical education will cost $30,000,000 in 1952. 

Now, with respect to the improvement and expansion of defense 
production in new areas, one of the questions which always arises is 
the question of sanitation, local health services, and other impacts 
which all of the communities felt during the last war were not a 
proper burden to place upon them. The defense installations which 
were placed in communities by the Government and which sub- 
stantially increased the local burden for service meant that they were 
not able to finance the necessary facilities through their tax structure. 

The CHatrmMan. In making up the budget for the fiseal vear 1952 
did you grant all the requests of the Bureau of Internal Revenue for 
additional personnel? They claim they do not have the personnel 
now needed to collect taxes. 

Mr. Lawron. We granted the Bureau of Internal Revenue addi- 
tional personnel for this next fiseal vear for the collection of taxes. 

The Cuairman. Did you grant them all they requested? 

Mr. Lawron. | would have to check to be sure. | am not certain 
as to that particular item. 

The CuatrmMan. It seems to me that would be one place, according 
to the testimony that has been presented to this committee, where a 
slight increase in the appropriation would result in considerable gain 
in revenue. 

Mr. Lawron. The Bureau of the Budget last year requested more 
funds than were granted by the Congress for the Bureau of Internal 
Revenue for personnel. 

The reduction in personnel was the result of the action of the 
Congress and not the Bureau of the Budget in the 1951 Appropriation 


Act. 
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I do not have the specific details on the 1952 funds before me. 
There is an increase of 2,500 in the average employment of the 
Bureau of Internal Revenue requested for 1952. 

The Cnairman. The budget indicates that you expect to have an 
expenditure of some $412,000,000 for flood control in the fiseal vear 
1952. Is that a type of expenditure that might be postponed during 
this emergency? 

Mr. Lawron. | can give vou some examples of why many of 
these items should not be postponed, 

The Cuatrman. Why they cannot be postponed? 

Mr. Lawron. If you wish to make a decision that vou will close 
down projects which are almost completed and not get any benefits 
from the work that has already been done on them and take the 
possible chance of deterioration of the strueture and of facing con- 
tractors’ claims, then some postponement could be made. 

Most of these projects, the largest part of them, are power projects 
that will be producing power needed for defense. This is particularly 
true in the Pacific Northwest, where power is short, and in the Ten- 
nessee Valley Authority, where there is a shortage beeause of the 
Atomic Energy Commission's tnereased demands. 

Under the flood-control pregram of the Corps of Engineers, there 
is SIS4,000,000 in the budget for 10 power projects whose pereentage 
of completion varies from 40 to 96 percent. 

That power project will bring in revenue when completed. If it 
is not completed then there is no chance of getting the revenue from 
the project on which vou have already invested a considerable amount 
of money. 

The Chairman. | notice that vou have included a considerable 
amount of money for the antimonopoly program. Do vou not think 
that during this time of our national emergency some reduction 
could not be made there? 

Mr. Lawron. The President has felt that the antimonopoly 
program should be maintained at the present time and that there ts 
just as much need for it, because of unfair trade practices during this 
period when our economy is running high, as there is at other times. 
He did not feel that it should be expanded or extended at this point, 
but I believe that the Congress in passing the Defense Production 
\et included certain’ provisions with respect to the handling of 
monopolies, 

The CuarrmMan. You understand, I am not opposing the Anti- 
monopoly Act. That is all right. But what success has there been 
under this Antimonopoly Act at this time when vast expenditures of 
public money are being made? — | would like to have some explanation 
of why, during the war period, when we have the renegotiation law, 
the exeess-profits tax, and other legislation that might tend to dis- 
courage monopolies, we need to maintain the direct antimonopoly 
program at such high levels. 

Mir. Lawron. Of course the possibility exists that when industries 
are expanded and when many groups are in business there is a trend 
toward unfair trade practices, particularly when materials are short 
and when people are finding that they cannot get the materials be- 
cause the suppliers are freezing the markets through agreements. 

The CuHatrMan. You stated there is a possibilitv. But do you 
not think in this emergency, during this time when we are seeking to 
raise so much extra revenue, the possibility may be on the other side? 
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Mr. Lawton. There is a possibility in either direction. 

The Cuatrrman. Have you read carefully the statement of Senator 
Byrd in which he said he thought we could reduce expenditures? 
Have you read his statement about where he thought the Joint Com- 
mittee on Reduction of Nonessential Federal Expenditures could 
point out unnecessary an and particularly wherein he 
specified that, without injury to the public, a considerable curtail- 
ment in the amount of somewhere between 5 and 7 or 8 billion dollars 
could be made? Have you scrutinized that statement enough to say 
whether or not you think there is any reasonable probability that such 
curtailments could be made without injury to the public? 

Mr. Lawron. I have not. I have looked over some of the major 
items, but I have not had an opportunity to make a complete analysis 
of all of the individual details. I can give you some comment on those 
now if vou care to have them. 

The CaatkMan. Just answer my question in your own way. 

Mr. Lawron. The major suggestion made by Senator Byrd was 
that there could be about 9.1 billion dollars reduction; 3.5 billion 
dollars of that was in foreign assistance programs, although in his state- 
ment he suggested that the reduction could be made pending clarifiea- 
tion of the use to which the foreign assistance funds would be made. 
It is not a complete, definite, and final proposal for reduction, therefore. 
His proposal was that we not render further economic aid under the 
Marshall plan type of program beyond that already approved. He did 
not make a definite proposal as to whether or not he would reduce any 
economic aid that was a part of the military aid by that amount of 
money. 

He proposed a half-billion-dollar reduction in the civilian emplovees 
in the defense program. We have not vet passed on the detailed esti- 
mates of the Department of Defense, but in times when we are e xpand- 
ing low military services a decrease of that nature becomes a question 
of whether the nec essary services are to be performed. 

One point must be borne in mind, Mr. Chairman, and that is that 
if you use soldiers to perform functions that can otherwise be per- 
formed by civilian employees you are going to have to draft a lot more 
people and are going to have to pay $5,000 apiece annually for those 
services as against an average for civ ilian of $3,600. 

Another reduction suggested is the amount of $900,000,000 in the 
Defense Production Act funds. Those are funds that are for the pur- 
pose of plant expansion which were authorized by the Congress in the 
Defense Production Act and are a part of the $2,000,000,000 author- 
ization made in that act. Senator Byrd reduces the amount to some 
$200,000,000. He indicates that the reduction was to eliminate funds 
for building Government plants that private enterprise ought to build. 

In our estimates we had included no amount for the building of 
Government plants to any substantial degree. The primary reason 
for these expenditures is to meet the needs now for the expansion of 
steel, aluminum, copper, and other plants. 

He eliminated the dispersal program which has been recommended 
by the President. This program would disperse the governmental 
agencies now housed in temporary buildings here in Washington. In 
view of the possibility of atomic attacks, those tinder boxes would go 
up in smoke in a very short time. 








REVENUE REVISION OF 1951 1S1 


The CuairmMan. Right on that point: Congress has not considered 
too seriously the question of authorizing the dispersal program. 

Mr. Lawron. They have not yet authorized the program. 

The CHarrman. It seems to me that estimates made for every 
possible unforeseen contingency, at a time when people are taxed so 
heavily, are not sound. 

There are great numbers of employees who are now housed here 
in Washington, or who are living in quarters in Washington, and if 
we move them out from 25 to 30 miles we will have to provide housing 
facilities and that will involve an enormous increase in defense housing. 

And if we undertake to appropriate money for every possible thing 
that someone could recommend the Congress to provide, it seems to me 
that would be going a long way. Certainly we should not undertake 
to raise revenue for things for which the Congress has not taken any 
legislative action. 

Mr. Lawton. The total amount of money that is involved in all 
these expenditures for 1952 is less than the amount of the part of the 
tax program which the Secretary of the Treasury has already sug- 
gested be held for further consideration. 

The total amount of money involved is around 4 billion dollars; the 
suggestion was that 6.5 billion dollars be considered later by this 
committee. 

The CuatrmMan. Can you tell me how many automobiles each de- 
partment of the Government has, including chauffeurs, and how much 
that has been increased during the last 10 years? Can you give me a 
breakdown of that, for each department, including the total amount 
involved? 

Mr. Lawron. I can furnish you a report on that. I have the latest 
motor-vehicle report here. This is for the fiscal year ending June 30, 
1949. The 1950 report is now in process of being prepared and will be 
out shortly. Do you wish the passenger vehicles or trucks? 

The Cuarrman. Both. IL had in mind particularly the passenger 
vehicles. 

Mr. Lawton. Eighty thousand three hundred and eleven, which 
includes all the vehicles. 

Automobiles, 20,119. Station wagons and passenger-carrving 
vehicles, 3.483. 

Light-duty trucks, 28,845. 

One-ton trucks, 7,012. 

One-and-one-half-ton trucks, 12,589 

Two-ton trucks, 2,938. 

Three-ton trucks, 1,916. 

Four-ton trucks, 425. 

Five-ton trucks, 661. 

Over 5-ton, 484. 

Tractor-trailers, 664. 

Busses, 11 passengers or more, 1,377. 

The Cuatrman. That is not broken down by departments? 

Mr. Lawton. I can give it to you for the individual departments. 

The Cuairman. First as to automobiles. 

Mr. Lawron. Yes. 

The Cuatrman. How many automobiles, including chauffeurs, do 
they have in the District of Columbia, operating at Government 
expense? 
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Mr. Simpson. Would vou vield to me for a question right on that 
point? 

The Cuarrman. Yes, Mr. Simpson. 

Mr. Simpson. Twenty minutes ago, right out here in front of the 
New House Building, in between the Old and the New House Office 
Buildings, or on the way to the Capitol, there are 14 of these depart- 
mental cars, with chauffeurs sitting in them, having the engines 
running to keep them warm, while vou and I, Mr. Chairman, use 
taxicabs or streetcars. 

The CuatrmMan. Yes, or our sole leather. 

Mr. Simpson. Or sole leather. It is a small detail, but that is one 
place where money could be saved. 

The Cuarrman. It looks bad to the taxpaver. 

Mr. Simpson. Yes. 

The Cuatrmmanx. Do you know how many of these automobiles are 
operated by the departments, where a chauffeur ts furnished, and the 
gasoline if furnished? That is the type of expenditure not allowed 
to the Members of Congress. 

Mr. Lawron. I could not pass judgment on the relative need as 
between the Members of Congress and the department. 

The Cuatrman. Very well, go ahead and break down the informa- 
tion vou have. What | want to know is how many chauffeurs are 
being paid salaries? 

Members of Congress are getting a great deal of criticism everv day 
through the mail, saving they cannot understand the need, or the 
necessity for spending so much money for chauffeurs and automobiles; 
they cannot justify it and do not think it is necessary, particularly in 
times of emergeney when we are asked to increase taxes. 

Mr. Lawron. You are interested in the separation between the de- 
partmental and the Distriet of Columbia? 

The CHatrman. Well, vou can break it down as to the District of 
Columbia for each department. How many each department has, and 
the cost of the automobile, the expense of operation, the upkeep and 
maintenance of the automobile, plus the salary of the chauffeurs they 
have operating them. 

How many are there in the District of Columbia, first, where they 
coukl make use of a taxicab just as Members of Congress do, or 
streetcars We vet along with taxicabs or streetcars or busses, Yet 
we do not vet them, because we do not beheve in it. (10 ahead, 

Mr. Lawron. The General Accounting Office, three. 

Government Printing Office, four 

The Coatrrman. How many? 

\Ir. Lawron. Four. Library of Congress, two. 

Bureau of the Budget, three. 

Council on Economie Advisers, one 

National Security Resources Board, four 

Displaced Persons Commission, three. 

Keonomic Cooperation Administration, 11. 

Office of the Housing Kxpeditor, three. 

War Assets Administration—this vou remember was the 1949 
fivure—eight. 

Department of State, 28. 

Department of the Treasury, 47; of which 17 are Secret Service 
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The Cuatrrman. The Department of the Treasury has how many? 

Mr. Lawron. Forty-seven. 

The Cuatrrman. The reason I asked that question is someone from 
the Department of the Treasury suggested to me that the Treasury 
had, he said, over 200. 

Mr. Lawton. The total for the- Department of the Treasury for 
both Washington and the field is 2,251. 

The Cuairnman. How many in Washington? 

Mr. Lawron. Forty-seven. 

The Crairman. Who, outside the Secretary and the Assistant 
Secretary in the Treasury Department, what class of employees, get 
these automobiles? 

Mr. Lawron. Inspectors of the Aleohol Tax Unit. 

The Cratrman. Do they have to make more trips, travel more 
than Members of Congress? 

Mr. Lawron. | would not sav continuous travel 

Mr. Came. The Alcohol Tax agents have to have transportation 
thev are out in the mountains. 

The CHatrMan. We are talking now about those here in Washing- 
ton. 

Mr. Camp. I thought vou were talking about the 2,200 plus. 

The Caiman. No; those in) Washington. Returning to the 
Library of Congress—I cannot see how anyone in the Library of 
Congress would require an extraordinary amount of travel, or why 
he would be entitled to an automobile anvmore than my good friend 
Mr. Reed here or any other member of this committee. Why would 
the Library of Congress have any particular need for an automobile? 

Mr. Lawvon. I do not know. 

The CuarrMan Somebody ought to know. Do you know what 
kind of car he uses? 

Mr. Lawron. I do not have that before me. 

The Cuarrmman. Are they Dodges, Fords, or just what make of 
ears does the Government use? 

Mr. Lawton. They use cars that can be purchased within the 
limits of S1.400, which are usually Fords, Plymouths, Chevrolets, 
Pontiacs, and Buicks. 

The Cnairman. Is there anv automobile that the Government can 
buy for $1,400? 

Mr. Lawron. All automobiles except those that are specially 
authorized. Authorization is given in the appropriation act for the 
purchase of cars for the heads of agencies, which will be more than that 
amount. Otherwise the limitation on the purchase price is $1,400. 

The Cuatrman. What car do vou think ean be bought for $1,400? 
| know of no car less than around $2,000. Fords, Chevrolets— maybe 
the Government is able to get them for less? 

Mr. Lawron. It does 

The Department of Justice, 99; of those the Federal Bureau of 
Investigation uses 76. 

The Cnatrman. You are talking now of which cars? 

Mr. Lawron. This is for Washington; | am now giving the figures 
for Washington. 

Post Office Department, two. 

Department of the Interior, 62. 

The Cuatrman. What kind of travel in Washington? 
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Mr. Lawton. The largest part of that is for cars in the Park Service. 

The CuarrmMan. Why do they need cars to ride around Washington? 

Mr. Lawron. The police in the Park Service operate patrol cars 
just as the police in the city use scout cars. Some of them are used by 
people who are inspecting, examining and going over construction 
work being done in the parks, and things of that sort. 

The Department of Agriculture, 19. 

The Department of Commerce, 27; of which 15 are in the Civil 
Aeronautics Administration. 

The Department of Labor, six. 

The Atomic Energy Commission, 13. 

The Civil Aeronautics Board, one. 

The Export-Import Bank, one. 

Federal Communications Commission, two. 

Federal Power Commission, one. 

Federal Reserve System, four. 

Federal Security Agency, 83; 57 of which are in the Public Health 
Service. 

Federal Trade Commission, one. 

Federal Security Agency, 34. 

Housing and Home Finance Agency, nine. 

The Interstate Commerce Commission, one. 

National Advisory Committee for Aeronautics, four. 

National Labor Relations Board, two. 

The National Archives, one. 

National Capital Housing Authority, one. 

National Capital Park and Planning Commission, one. 

The Reconstruction Finance Corporation, three. 

Securities and Exchange Commission, one. 

Selective Service System, five. 

Panama Canal, two. 

The United States Maritime Commission, two. 

United States Soldiers Home, 10. 

Veterans’ Administration, nine. 

The Cuarrman. Did you give the total? 

Mr. Lawton. That is the 525. 

The CuatrmMan. That is the number in the District of Columbia? 

Mr. Lawron. Yes. 

The Cuatrman. Now as to operating costs: Did the Government 
furnish gasoline and chauffeurs for each, and if not, how far does it go 


in that? | 
Mr. Lawrow. I do not have a breakdown on the District of 


Columbia. 

The operating cost of the cars, of passenger cars, is $8,522,407. 
That was for 1949. As for 1950 

The CHarrman. The operating costs? 

Mr. Lawton. The operating costs of the automobiles, not including 
trucks. 

Mr. Curtis. Is that for the District of Columbia? 

Mr. Lawton. No; this is Nation-wide. I do not have it separated 
for the District of Columbia. 

Mr. Stupson. That is for 1949? 

Mr. Lawron. Yes. In 1950, $9,072,750. 

The Cuatrman. How many does the Bureau of the Budget have? 
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Mr. Lawton. Three. 

The CHarmman. I congratulate you. The Department of Labor 
seems to show a very favorable comparison. Why do you use cars? 

Mr. Lawvron. One of the reasons we use the cars is for transporta- 
tion of our own people to the various departments, establishments, 
and agencies in examining their budget estimates. 

The CuarrmMan. Have you considered whether or not there would 
be any reduction in this expense by using other means of trans- 
portation? 

Mr. Lawron. We have eliminated requests, and we have eliminated 
cars in some instances. Each one of these cars has to be individually 
authorized in the appropriations act, by the Congress. The Congress 
itself passes on the need for these cars. 

The Cuairnman. | was wondering if the Bureau of the Budget had 
found some reason Why they could not recommend a reduction in the 
use of so many cars. Many people are writing about it; we get a great 
deal of criticism about the use of cars and we are called upon to make 
an explanation. 

Mr. Lawron. We have gone into the question before as to the 
comparative costs between transportation by cabs, for example, and 
the Government expense involved in the utilization of cars. 

The first study was made a while back when it was thought that the 
use of taxicabs would result in an appreciable saving. 

As an example, when we came down here this morning we had five 
people in the car. Now the cost of operating that car, which is oper- 
ated by a messenger who has other duties besides driving the car, is 
somewhere around 30 cents per mile, including amortization costs and 
everything else, as against some 75 cents. 

The Cuarrmayn. But we Members of Congress must pay our own 
taxicab fare both to and from the office. Why should not the em- 
ployees who are on salary working for the Government not pay their 
own taxicab fare? Why should the Government furnish them trans- 
portation to and from home? Why should they not pay their own fare 
like Members of Congress? They are paid salaries, and that is what 
they ought to do. 

Mr. Lawron. These cars are not used for transporting people to 
and from home, except in those specific cases authorized by basic law, 
namely, the White House and the Cabinet officers, and those Public 
Health officers who are on out-patient duty. Otherwise the cars are 
used for specific purposes as required by law, that is, they are used for 
official business and not for transportation to and from home. 

The Cuatrman. Do vou have any way of determining when they 
are used for official business or private business? 

Mr. Lawron. We cannot make a check on each car. 

The Cuairman. Mr. Reed. 

Mr. Reep. Mr. Lawton, there is so much of this that it is very 
difficult to go through it all. Assuming that the Congress did not 
believe that the 16.5 billion dollar taxes can be raised, do you believe 
that the budget should be reduced or that there should be further 
deficit financing? 

Mr. Lawron. I believe that the Congress should weigh each 
individual item in the budget and determine whether or not it wants 
to continue the present functions of the Government, or whether it 
wants to change those functions. The President believes that the 
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things which he is recommending now in the budget are necessary 
activities of the Government and should be continued at the rate he 
has recommended, 

Mr. Reep. How many people do you have on your own staff of 
experts going over the budget requests? 

Mr. Lawron. We have, total, for all the activities and functions 
of the Bureau, 500 people, approximately. 

Mr. Reep. How many of them are located here in the District of 
Columbia? 

Mr. Lawron. Four-hundred and seventy-five. 

Mr. Reep. Among that group what proportion of the force are 
accountants, financial advisers; could vou break that down for us? 

Mr. Lawron. We can break it down. We have in the Estimates 
Division, which deals specifically with the examination of budget 
estimates, the largest group in the budget, around 200. 

In the Legislative Reference Division we have about 20 people. 
They deal with reports on legislative and Executive orders, and things 
things of that nature. 

We have in our Statistical Standards Division, required under 
the Federal Reports Act to review Federal statistics, a force of about 
OO people, 

We have a Fiseal Analysis Division, which deals in general terms 
with the preparation of budget estimates and expenditures and with 
eXamination of programs. This division numbers about 50 people. 

Then we have in the Administrative Management Division, which 
deals with the question of organization, procedures, and methods, 
about 70 people. 

Then the remainder are involved in the service activities for the 
Bureau —the library, the files, the messenger service, and other units, 

Mr. Reep. You understand Lam asking for information. Do you 
have a group, for mstance, whose special duty is to pass on Veterans’ 
Administration requests? 

Mr. Lawron. Yes: we do have people who review Veterans’ 
Administration activities. As a matter of fact, the work is divided 
into two groups: One dealing with the operating hospital program 
and the other with the nonhospital. We have a group on the Federal 
hospital program, which spends considerable time with the Veterans’ 
Administration, as well as with Publie Health, military hospitals and 
other institutions, 

Then we have other examiners who deal with nonmedical program 
of the Veterans’ Administration. 

Mr. Reep. When vou are to look into the Veterans’ Administration 
budget do you receive a sort of suggested budget for examimation, or 
just What is the procedure? 

Mir. Lawvron. Yos: we receive from every department, ageney and 
bureau estimates for the fiseal vear, and we review those estimates. 
As a matter of fact, it is almost a vear-round problem. If I might 
go back just a step to explain the Bureau of the Budget’s practice: 
In the spring we talk to the heads of the various departments and 
agencies of the Government as to their program outlook, and we get 
a preview of their next budget. 

We go into that in some detail, look at the general proposed rev- 
enues and discuss with the President his budget poliey for the next 
vear. Those policies are incorporated in the instructions which the 
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Bureau sends to the departments for submission of estimates. In 
many cases, a target figure or ceiling is given to them which they 
must try to come under. They are supposed to include within that 
figure the programs of highest priority, and then to present as a 
supplemental request any programs which they consider essential. 

Mr. Reep. Go ahead and finish—I did not want to interrupt you. 

Mr. Lawron. That is all right. 

Mr. Resp. How do your investigators operate; how do they deter- 
mine whether or not the manpower in the Veterans’ Bureau, for 
example—and I am just using that as an example rather than taking 
other bureaus—how do they determine whether or not they have the 
manpower without, we will say, impairing essential services? 

Mr. Lawron. There are two ways. First we make an examination 
of offices in the field and go into the particular type of activity. We 
examine them, review thei workload, and get their production record 
as to the number of cases handled. We go into the question of the 
number of people, the number of cases that are apt to be handled, 
and we make an estimate on that. 

We also make an estimate based on the trends and the probable 
numbers of veterans who will be eligible for payments. We project 
these workloads against the unit costs, to determine the 
proper amounts. 

We did reduct the Veterans’ Administration estimate, nonhospital, 
I believe, something like $50,000,000 for 1952 because of the decline 
in workload. 

Mr. Reep. The reason I refer to that particular item is because I 
noticed Senator Byrd in supporting his suggested reduction of 
$200,000,000 said there could be a saving and he suggested that the 
manpower could be reduced without impairing the program 

Have you talked to Senator Byrd about the items he has suggested? 

Mr. Lawron. I have not talked to him about them. In the 
suggested saving for Veterans’ Administration I do not know how 
much he applies to general administrative costs or how much to costs 
of the hospital program. Both items are financed from a single appro- 
priation. But the largest item for the Veterans’ Administration under 
administrative expenses is, of course, the hospital program. 

Mr. Reep. What is vour opinion with respect to the possible saving 
of $200,000,000? That is a lot of money when you consider it, without 
impairing the service? 

Mr. Lawron. I do not believe that much can be saved without 
impairing the services in the Veterans’ Administration, for the reason 
that the total amount of money estimated for general administration, 
excluding hospitals, is only slightly more than $235,000,000. The 
remainder would be for hospital services and we have been criticized 
for not providing hospital services to the veterans. 

Mr. Reep. Have you had any consultation—I understood you to 
say you had not consulted with Senator Byrd? 

Mr. Lawron. Not since this statement came out, no. 

Mr. Reep. You do cooperate with Senator Byrd and Members of 
the House on these economy items when they raise questions, do you 
not? 

Mr. Lawron. We furnish them any information and assistance and 
any factual material that they call for. As a matter of fact, we are 
required by law to do that, and we are very glad to do it, 
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Mr. Reep. Has Senator Byrd asked you for any estimate outside 
of what you are referring to now? 

Mr. Lawton. He has not asked for any estimates that were not 
contained in the budget. That gives all the factual information. 
He has asked us for some analysis of the budget which we are furnish- 
ing him. 

Mr. Reep. With reference to the armed services: How do you go 
about finding out whether or not the armed services is wasteful and 
is using too much civilian manpower even in a period of national 
defense? They have a very big budget. 

Mr. Lawron. We have made some examinations in the field of 
individual parts of their program. We have not as vet, as I have 
stated, received the detailed estimates for the 1952 military service 
bill. But the major question of civilian increases in the De fense De- 
partment is the work that is necessary in arsenals and in navy yards. 
There has been a large increase there. There was also a considerable 
increase in the munitions-loading facilities out on the west coast. 

There are also increases in emplovees working at the airfields, be- 
cause as vou increase the volume of military traffic vou have to in- 
crease the personnel to take care of that traffic. As you increase the 
demands for goods and services, by increasing the number of soldiers, 
vou have to increase the number of people needed to handle the goods 
and provide the services, 

Mr. Reep. As the chairman has pointed out, there seems to be a 
great deal of waste in many of these activities. For instance, while 
the Department of Agriculture has been giving away potatoes, eggs, 
and various other products for practically nothing, the military, the 
Navy, and the Army have been going out and paying top prices for 
these surplus products on the market today, and making contracts at 
a high rate for items that are in surplus supply in the Agriculture 
Department. [| wonder if vou have looked into that to see if there 
could not be a saving where vast volumes of food are needed, where 
surpluses are being given away at a time when high prices are being 
paid in the market for similar foods. Have you examined into that 
matter? 

Mr. Lawron. That flows, of course, from the price-support pro- 
gram. The Seeretary of Agriculture has already announced there 
will be no further price support on the new crop of potatoes. 

If the Seeretary of Agriculture turned over to the military potatoes 
that he might have on hand, then he would be compelled, in order to 
maintain the price-support program, to go out into the market and 
purchase an equivalent amount, As a result the procedure has been 
that the military supplies its needs in the market when, as and if the 
need arise 3. 

Mr. Reep. They would not be able to supply them out of their 
surplus? 

Mr. Lawron. If they did, in order to support the price program, 
they would simply have to add to their purchases of the particular 
commodity on the market. The Department of Agriculture would be 
forced to go out and buy the amount it supplied the military. 

Mr. Reep. You see, it is all so complex, the operations of the 
Government are so confusing, when they are buving potatoes at a 
time we are importing potatoes and are giving potatoes away, that 
the people are very much alarmed about it. 
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Mr. Lawton. I understand. The basic reason is for the price- 
support program. 

Mr. Reep. I noticed that Senator Byrd said the armed services 
could reduce their demand about $500,000,000. 

Mr. Lawron. That was for 150,000 civilian personnel. 

Mr. Reep. To what extent have you looked into that? 

Mr. Lawron. As I said, the detailed estimates for the military 
program have not yet come to us, but I might point out that there is 
no unanimous opinion among Members of Congress. Senator John- 
son the other day made just the opposite proposal, that we stop using 
soldiers on jobs where civilians could handle the work. And if we 
use civilians instead of soldiers vou could thereby release soldiers for 
combat duty. It is much cheaper to hire civilians—about one third 
cheaper—than to employ men in uniform to carry out work civilians 
could perform. 

Mr. Reep. Up to this point you do not know how much could be 
saved, because you do not have the figures. 

Mr. Lawron. No; I do not have the details and figures. 

Mr. Reep. Now we come along to the foreign economic aid: To 
what extent have you looked into that source of savings? 

Mr. Lawron. That proposal is being developed and will be before 
vou in a few weeks. It will be before the Congress sometime late in 
March or the early part of April. The items proposed in this budget, 
under the instruction that the President has given for the preparation 
of the legislation, states it will be prince ipally for military aid and for 
economic aid only in eases where it will support the activities of the 
countries that are needing help to build up international security. 

In other words, it will be for raw materials which are not available 
in foreign countries today and which are only available in dollar 
exchange and which will help in international security. It will be 
for those things that will aid the countries to maintain their armed 
strength, which they have agreed to maintain in cooperation with ours, 

That is the principal purpose for which any economic aid under 
this program will be devoted. There are some instances, such as the 
India wheat program which will be proposed to the Congress, wher 
you have the question of famme relief. 

Mr. Reep. | have here some figures, which vou may have cheeked, 
or Ww hich | would be elad to have vou che ck for the ree ord, CIVihig the 
average per capita debt of selected Kurope “rh COURTLPICS. 

For the United Kingdom the per capita debt is $1,414.75; Austria, 
$255.85; Belgium, $750.13; Luxemburg, $336.58; Italy, $129.06; 
the Netherlands, 8536.70; Norway, 3387.70, Sweden, $468.82; Den- 
mark, $73.90: Lreland. S57.1S: Greeee, S25.58S: and France. 8505.77. 
And, the per capita debt in the United States is $1,676.07. 

What Lam driving at is there is a great deal of this Federal aid 
that is going over there in a way that it should not, and where we are 
dealing, for instance, with this matter, England recognized China, 
ariel vet on 10 votes has socialized her steel industry Certainly sole 
of these countries are better off so far as the per capita debt is con- 
cerned, many of them, than we are here in the United States. With 
all of this foreign aid, they are well rehabilitated, and vet the ECA is 
going to come out with a pregram of building one of the largest ship- 


yards in Italy, one of the greatest shipyards in the world, and they 


are spending a lot of money on this foreign-aid program, and | should 
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think that could be examined into to determine whether we can reduce 
expenditures abroad. 

Mr. Lawron. As I stated, the program that is being developed now 
for 1952 is geared to the whole question of military security abroad, 
between the North Atlantic Treaty countries and ourselves. That is 
the primary purpose of the program that will be developed for 1952. 

Mr. Reep. Does that mean that all of the Federal aid that has been 
going over there for certain rehabilitation purposes, like roads and var- 
ious Other activities, will be eliminated and nothing will go forward in 
money at this time except for the purposes of national defense? 

Mr. Lawron. You cannot make the statement that it will be elimi- 
nated. If in their economy and out of their own funds they can do cer- 
tain things and need to do certain things in order to keep the country 
alive and vital and able to sustain the military effort, just as we have 
to do ourselves, and if they spend their own money for those purposes, 
then we may have to supply some of the money for the military equip- 
ment. In other words, those countries cannot completely drain their 
own economies and transfer everything to defense any more than we 
ean here, 

Mr. Reep. The picture, as I see it, is that many of them have 
appreciable per capita debt, vet here we have this enormous debt of 
$256,734,988,000. At any rate, our per capita debt is up to $1,676.07. 
So that they cannot be in such a desperate situation in those foreign 
countries. In fact, I have been over there and was astonished to see 
in many of those countries how well off they were. There is plenty 
of food and plenty of practically everything. 

But now, to come to some of these programs, take the Voice of 
America films. As Ll understand it, there are literally tons—I am not 
speaking of pounds; | am speaking of tons—tons and tons of those 
materials that will never have the slightest use; vet our Government 
is having difficulty in trying to find storage space for all of these tons 
of useless films, and the administration is planning to build a great 
storehouse in New York City, where land is expensive. In fact, they 
had a contract for one piece of property which finally they could not 
vet. But they are expecting to spend vast sums of money for the 
storage of films, the Voice of America and other films. 1 guess they 
have something like 36 different language films. 

Have vou looked into that situation to see how much waste there 
is right there? 

Mr. Lawron. I have not personally looked into that. The only 
contract I knew they were working on in New York currently was for 
ollice space. 

Mr. Reep. Well, they have this storage proposition. They can- 
not even classify these tons of films or index them, they are coming in 
in such volume. And you take that and multiply it many times and 
see how quickly it goes up into the hundreds of millions of dollars. — | 
do not know whether vour staff is equipped to find out where all these 
wastes and leaks are. Little leaks are the things that make a lot of 
this trouble—not only the big leaks but little leaks here and there 
and everywhere of money going out of the Treasury. I am just 
curious to know whether your staff is sufficiently equipped to get into 
the bureaus and departments and find out the extent to which they 
are Wasting money and performing, perhaps, useless services. 
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Mr. Lawron. It is not a waste vou can get into very actively 
currently; no, sir. 

Mr. Reep. I have always had the notion in my mind and still 
have it that if we were to spend a billion dollars for experts, career men, 
to go into all of these bureaus and have them check what they are 
doing and where waste is, so that Congress would have some picture 
of it, certainly we would not only save that billion dollars but would 
save several more billions of dollars. 

Mr. Lawron. That may be true. But we made a recommenda- 
tion the vear before last for a rescission of certain funds for veterans 
hospitals, which we thought were unnecessary. This recommenda- 
tion would have eliminated 16,000 beds from the program, beds which 
would only be utilized for non-service-connected cases. The net 
concrete result of the hearing on that recommendation was a reduction 
of $200,000 In our own appropriation. 

Mr. Reep. | notice Senator Byrd says that 3.5 billion dollars could 
be saved in this foreign economic aid without any difficulty. I do not 
know whether that is true or not. 

What about the postal deficit? 

Mr. Lawron. Well, 1 think vou have to take all of Senator Byrd's 
statement there. He says “Pending clarification and more specific 
estimates on the expenditure for economic foreign aid, | suggest 
reductions of 3.5 billion dollars.” 

Mr. Reep. Mr. Chairman, I ask unanimous consent to put this 
statement of Senator Bryd in the record, dated Sunday, February 
4, 1951. 

The Cuatrman. Without objection, it is so ordered. 

(The matter above referred to is as follows:) 


STATEMENT BY Senator Harry F. Byrp, Fesrvary 4, 1951 


In a letter to the President on December 22, 1950, I suggested reductions in 
nonessential spending totaling 7.6 billion dollars, based largely on estimated 
expenditures during the present fiscal vear. 

On January 15 the President submitted his budget for next fiseal vear ending 
June 30, 1952, recommending domestie-civilian expenditures totaling more than 
$1,000,000,000 in exeess of the estimates for this fiscal year. For this reason I am 
now revising my proposal to reduce nonessential Federal expenditures by 9.1 
billion dollars in comparison with the President’s budget requests for next vear. 

Conditions confronting us make an austerity budget imperative, and that is 
what I propose. At a time when our survival depends upon national sacrifice | 
would strike pet projects and political spending not essential to defense. Even 
then my figure would allow more for demestic-civilian purposes than we spent in 
1946 when we were descending from peak defense requirements. 

For 1952 the President lumps foreign military and economic aid in a total of 
7.5 billion dollars and it is diffieult to determine whether a large part of it is for 
military or economic assistance. | propose to eliminate all economie aid except 
that in the so-ealled pipeline. Previous estimates indicated economie aid this 
year would approach $4,000,000,000. — If economie aid expenditures next vear are 
comparable my proposal would save some 3.5 billion dollars. We can’t send butter 
and guns, 

I agree with the President that we must “tax until it hurts’ and IT weuld go 
further and reduce nonessential spending until it hurts. Without this combina- 
tion we cannot hope to balance the budget or curb inflation, and we would impose 
an impossible burden on the free-enterprise system. We would start a series of 
deficits which may end in financial disaster. 

The free-enterprise system is a greater deterrent to world conflict and a more 
dependable guardian of peace than a United Nations Organization ever will be. 
It is the only foree in the world today that Russia fears. It must be preserved. 
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Summary of the budget for fiscal year 1952—rece ipts and expenditures 


[In billions of dollars] 





1952 
. 195! est 
Receipt 1950 actual mts — Present New taxes 
riate rates esti- proposed rotal 
mated by by Presi- ates 
President dent 
Direct tax i lua 
Individual income 17.4 21.¢ 26.0 
Estates i , r( ~ 
Direct taxes or oratior 1 13 ¢ ~” 0 16 - 
Fy « tares 7.6 8.2 8.2 
Net ¢ Vine t tan » » “ 4 
Cust 1 ‘ ( 
Mi ‘ : I 1 1 , 1 
Dedu Refund 2.2 2 2.7 
! ‘ ri 4 l 1.7 71.8 
1952 
} Is ; tual 1 
I \! ted Proposed 
t Ire t Senator 
, Byre 
i. 8 deat 1 ju l ! 0.1 1 0.1 0.1 
2. | : re 9 + 
\ t tt 1.u 17 
4. Lets id litary, kpil 
NACA, 8 @ Ser t ‘ 
rine, ¢ fru 1, Alask I 
\ bre 13s 22. 4 ii4 42.9 
} 1 
i t' ' 7 1.0 
) st KI 
VACA, & " ct 
‘ { (iu \ K I 
‘ | ‘ ) S 7 19 
1 a2 Ww 2 1.2 6 O25 
’ . ‘ M) it ew pay roll taxes requested by resident f socialized med 1452 expenditures 
t v1 ! ilar expendit est ited t iM Hat $50,000,000 Net 
r tay ' ted at $240.000.000 
t t I! ly to totals due to 
n HS id i this table because , » post-World War 
I! one prosperity 
~ llow. 


rAXN} 


Within the past vear Federal taxes on income of individuals and corporations 
have been inereased S8.000.000.000. 
In his January budget message the President asked for 16.5 billion dollars more 


i axes during the coming vear. 
If these s} ould he Inipose d Federal taxes wo id be increased more than 60 per- 
cent sine ist Ven! 


EXPENDITURES 


The President's expenditure budget proposes increases in every major category 
except veterans, and there the reductions are principally in World War IT adjust- 
ment programs which are expiring There are increases for interest, defense, 
foreign assistance and domestic-civilian programs, Interest is the only category 
in which re luctions are impossible, 

The President has proposed domestic-civilian expenditures totaling 9.8 billion 
dollars, exclusive of defense, foreign assistance, interest on the debt, veterans, 
and exclusive of military supporting activities such as stockpiling, N ACA, seiec- 
tive service, merchant marine, Coast Guard, Alaska and Panama development: 
and atomic energy. 

This is an increase of 1.3 billion dollars over estimated expenditures for domestic- 
civil: items for the current vear. It is one-half billion dollars more than we 


spent for domestic-civilian items last vear. It is 3.7 billion dollars more than we 





os 


vt 
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spent for domestic-eivilian items in 1948 when postwar peace and prosperity were 
thought to be inclined toward stability. It is 6.2 billion dollars more than we 
spent for domestic-civilian items in 1946 when, as now, we were in a semiwar 
economy. 

Just as in the World War IT period, agencies all over the Covernment are again 
attempting to increase their expenditures on the grounds that they are contribut- 
ing to national defense. , 

Actually the proposed domestic-civilian items in the President's budget include 
all the major socialistic programs of recent years——-socialized housing, agriculture, 
and medicine, and federalized education. This year we are told they are impera- 
tive to preparedness and national defense. 

While the domestie-civilian programs inelude the so-called defense production 
and civilian defense items, many of them are both priced excessively in the budget 
and are open to boondoggle exploitation by Federal, State, and loeal agencies. 
For instance there would be enough so-called defense production business loans 
available to fill the woods with Lustron corporations. 


DEFICIT 


When the budget appear “i there were inereases in more than half of the 
domestic-civilian programs, decreases in about a third, and the remainder were 
about the same as estimates for this vear. 

The President said we must be taxed until it hurts. He did not propose that we 
reduce domestic-civilian expenditures until it hurts. Instead he relies on last 
September's 34,000,000,000 tax increase twice doubled to provide a balanced 
budget. This of course would assume: 

1. Enaetment of such tremendous new levies on individual and corporate 
mecomes 

2. Our free-enterprise system, already taxed nearly to confiscation, can expand 
plant, production, and employment sufficiently to generate the ineome to produce 
this additional revenue; and 

3. We shall remain in a short-of-war status. 

Failure of any or all of these if’s to materialize would precipitate deficits which 
might easily go to $25,000,000,000 annually, unless we reduce expenditures 


DEBT 


We entered World War IT with a Federal debt of little more than $1,000,000,000. 
We started preparation for World War IIT with a Federal debt of little more than 
S40,000,000,000, We start the present military-defense-prepared ness build-up 
with a Federal debt of more than a quarter of a trillion dollars, On this plateau of 
debt we shall pile the deficits we ereate from now on. 

Like Sampson’s locks, our free-enterprise system is the souree of our strength 
economie and military Phe free-enterprise system has absorbed an awful lot of 
hurtful taxes, but it can not survive in insolveney, or even in an atmosphere of 
fiscal weakness, 

St ESTED REDUCTIONS 


Obviously our strength and preparedness in all respects depend upon reduction 

nonessential spending. 

To this end, in a letter to the President on December 22, 1950, I suggested 
reductions totaling between 7 and 8 billion dollars in the expenditure budget for 
the coming vear, beginning next July 1. 

These reductions included a relatively small amount in Veterans’ Administra- 
tion and nonessential veterans’ programs, excluding, of course, veterans’ pensions 
and medical services; a half billion dollars throuch reduction in civilian employ- 
ment by the Military Establishment; 3's billion dollars from reductions in foreign 
economic assistance; and 3.6 billion dollars from reductions in domestic-civilian 
programs, 

Now that the President has submitted his requests for expenditures in fiscal 
vear 1952, beginning next July 1, Lresiate my reduction suggestions in comparison 
with his new proposals. My suggestions may be summarized as follows: 

1. The Veterans’ Administration, now employing nearly 200,000, uses man- 
power excessively and it has been my observation that its administrative costs 
could and should be reduced without impairment of ans services for veterans to 
wl om t he (iove rnment is obligated for bona fide War-cCoritie ected sacrifices | nder 


> 


terms of the recent singl appropriation bill the Direetor of the Budget has dem- 
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onstrated the accuracy of this observation and the President’s budget proved still 
further reductions can be made. I suggest additional reductions in administrative 
costs and nonessential programs to the extent of 0.2 billion dollars. 

2. The Armed Forces are notorious for extravagant use of civilian manpower. 
They have been employing approximately one civilian for each two men in uniform 
as compared with one civilian for each five men in uniform at the World War II 
peak. The military effort would be strengthened if, through greatly needed 
efficiency, the Military Establishment’s projected civilian employment of more 
than 1,250,000 were reduced by at least 150,000 with a saving of 0.5 billion dollars. 

3. In my December 22 letter to the President I proposed a reduction of up to 
3.5 billion dollars in foreign economic aid. This suggestion was based on the 
estimate then that $4,000,000,000 would be spent in foreign economic aid in the 
current vear. When the President submitted his budget he failed to disclose his 
complete estimate of the foreign economic aid expenditures in the coming year. 
Instead he combined foreign economic and military aid. His estimate for the 
combined aid in the current fiscal vear was a total of 4.7 billion dollars and his 
request for the combined aid in the coming year totaled 7.5 billion dollars. Such 
detail as is available in the budget document indicates that military assistance in 
the current vear may be estimated at up to $1,000,000,000, leaving up to nearly 
$4,000,000,000 in foreign economic assistance. The budget detail reveals only 
2.5 billion dollars for military assistance in the estimates for the coming fiscal vear, 
leaving up to $5,000,000,000 in foreign aid and other expenditures connected with 
foreign relations not specifically earmarked for military assistance. The budget 
message said the preponderance of aid in Europe will be military, but economic 
aid, through point 4 and other programs, around the rest of the workd, with 
emphasis on Asia, Near East, and South America was discussed at length. The 
foreign economic assistance policy was originally adopted by this country on the 
assumption that it would expire next vear. Military assistance is already over- 
lapping economic aid in most recipient areas. Foreign economic aid in the new 
budget should not exceed commitments already made. Pending clarification 
and more specific estimates on expenditures for economic foreign aid I suggest 
reductions in economic assistance expenditures of up to 3.5 billion dollars. 

1. With reductions suggested in detail in the tables which follow, expenditures 
for domestic-civilian programs, including the postal deficit, should be reduced 
under the President's latest proposals by 4.9 billion dollars. 

Total reductions under President’s January 15 expenditure budget requests 
9.1 billion dollars, 

The following table summarizes: 


The suagested reductions under the President's Jan. 15 budget requests in domestic 


civilian expenditures, by major functions (compared with war, postwar, and new 


ene rge ney yea 
Fisca] vears (in billions of dollars 


New emergency 


“yrenclit e categories Ww : . 
Expenditure categor de Postwar, Premen Byrd 
= 
er , 1948, request, | proposal, 
AC tual vtual 1950, 1951, 1952 1952 


tual estimated 


DOMESTIC-CIVILIAN 


1. Social welfare, health, and security 1.0 19 2.2 2. § 2.6 1.6 
2. Housing and community facilities (in- 

cluding mortgage purchases —.2 l 3 4 —.1 -—.2 
3. Education and general research 1 l an l 5 ofl 
4. Agriculture and agricultural resources 

fineluding CCC) 7 6 2.8 1.0 1.4 8 
5. Natural resources } 6 1.0 1.3 1.2 .4 
6. Transportation and communication 

including postal deficit ‘ 10 1.4 1.5 11 4 
7. Finance, commerce, and industry 1 ] 2 4 1.5 4 
&. Labor 2 2 ; 2 2 2 
9. General government 1.0 1.5 1.0 1.2 1.3 1.2 

Total domestic-civilian !__. 3.6 6.1 9.3 &.6 os 4.9 


i Figures may not add precisely to totals due to rounding. 
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Figures in the preceding domestic-civilian expenditure table, and in the more 
detailed table which is to follow, are exclusive of all military and related expendi- 
ture objects such as atomic energy, merchant marine, stockpile, National Advisory 
Committee for Aeronautics, Panama Canal, Coast Guard, and Alaska construction 
and transportation projects. They do not include any foreign military or 
economic aid expenditures. They do not include any veterans costs. They do 
not include any interest on the debt or refunds of erroneously collected taxes. 


STATE AID 


Expenditures for State-aid programs, now totaling nearly $3,000,000,000, 
account for about 25 percent of the domestic-civilian budget. Thev are to be 
found running through virtually all of the so-called major functions in this 
category—public assistance and health, housing, education and research, agri- 
culture, resources development and recreation, transportation (including high- 
wavs and civilian airports), business promotion, employment, ete. 

In this critical period when the Federal Government must arm this Nation and 
meet its commitments to prop up half the world, the question of merit under 
ordinary conditions is not the paramount consideration. The degree to which 
they support the defense effort must be the controlling factor. These State-aid 
items must be reached if we are to “reduce nonmilitary expenditures to the 
minimum required to give effective support to the defense effort,’ as the President 
promised in his address to the Nation on December 15, 1950. Most of them are 
tied to long-term statutory commitments. 

Changes in State budgets would be necessary in some instances and many 
would require new basic Federal legislation for repeal, amendment, or suspension. 
It was to be hoped that the President in his budget message would recommend 
such legislation. But such recommendations were conspicuous by their absence. 
The States are now better able than the Federal Government to determine and 
finance the irreducible minimum of public assistance, public construction, resources 
development, and public health within their borders. If we are to take action 
in this matter, as we should, the States should be given notice immediately in 
order that they may conform. 


CIVILIAN DEFENSE 


Although the figures are scattered throughout many items in the budget docu- 
ment with no summary, it appears that the President has requested up to approxi- 
mately $3,000,000,000 for so-called defense production loans and subsidies, and for 
so-called civilian defense projects exclusive of atomic energy, merchant marine, 
ete In this $3,000.000,000 total there are included 8265,000,000 for civilian 
defense preparation including grants to States and localities for air raid shelters, 
ete., something under $200,000,000 for defense housing and community facilities, 
$164,000,000 for dispersal of Government activities, and about $300,000,000 for 
economie stabilization programs including the cost of controls. The biggest item 
of all is 1.1 billion dollars for so-called defense production loans and subsidies to 
business. The remainder of the civilian defense and defense production money is 
scattered through numerous agencies and programs, including CAA, reclamation, 
highways, ete. 

[ suggest that the funds for defense production loans and civilian defense be 
reduced to not more than 1.5 billion dollars. 

The principal difference between this suggestion and the President's budget 
proposals would be in the so-called defense production business loans and sub- 
sidies, and in the virtual elimination of the proposal to disperse Government 
activities. I suggest elimination from the defense production loan and subsidy 
funds of all of the money proposed to be used as a club or blackjack over private 
business as a Government threat to establish plants in competition with private 
industrv. I suggest that, as in the rest of the Nation, only those Government 
records and activities vital to the continuity of essential Government funetions 
be removed to especially protected and secluded areas. 

My suggestions leave adequate money for the civilian defense program in 
terms of State and local shelter loans, essential emergeney housing in defense 
areas, administration of necessary controls, and short-term business loans for 
defense plant expansion, 
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DOMESTIC-CIVILIAN PROGRAM 


As I have shown in the preceding table, domestic-civilian expenditures may be 
grouped into nine major functions. My suggested reductions cover nearly 100 
domestic-civilian programs within these nine major functions. In addition to 
the more detailed discussion of the State-aid and civilian defense programs already 
given, mv suggested reductions within the programs should be considered.in view 
of the following explanations: 

1. With respect to the social welfare, health, and security function and pro- 
grams: Most of the reduction proposals would be in public assistance, and institu- 
tional construction grants to the States. The contributory social securit v svstem, 
of course, would not be affected. The original purpose of other publie assistance 
grants was to fill gaps in the social security program. Social security insurance 
has been broadened this vear. The war effort will require the labor of all who 
are able to work. Searcity of materials automatically will curtail or halt non- 
defense construction. After the reductions suggested in this item it would still 
be a quarter of a billion dollars higher than it was in fiscal vear 1946 when World 
War I] ended, 

2. With respect to housing and community facilities (including mortgage 
purchases): Adequate war effort precludes nonessential housing construction. 
This program already has been curtailed. It should be eliminated with the 
exception of essential defense housing. No new money would be provided, but 
returns from previous loans should meet the cost of housing for the war effort 
and finance State and local shelter grants. Repayments in these programs during 
fiscal vear 1946, when the war ended, exceeded expenditures. 

8. With respeet to education and general research: This item includes an 
increase for scientific research directed to the war effort which is not evident in 
the rounded figures. Other items remain virtually unchanged from the present 
except a reduction in funds for the census. 

1. With respeet to agriculture and agricultural resourees (including Commodity 

Credit Corporation): Reduetions in this item are principally in Commodity 
Credit Corporation price supports and nonessential rural electrification construe- 
tion. Price support receipts this vear are exceeding expenditures. If food sub- 
sidies have to be imposed, such as they were in World War II, price support 
receipts should meet the cost as they did at that time. The reduced figure con- 
templates expenditures for rural electrification construction essential to the war 
effort. 
5. With re spect to natural resources: Major reductions in this item would be 
in nonessential publie works by the Army engineers and the Bureau of Reclama- 
tion. But funds remaining for these projects would be 25 percent more than was 
available in fiscal vear 1946 when we had both war and postwar conditions, 

6. With respect to transportation and communication (including the postal 
deficit): Decreases in this item would be in nonessential highway, airport, and 
Army engineers construction, and the postal deficit. As in other categories of 
construction, seareity of materials automatically will halt or curtail all nonmili- 
tary effort construction. The postal deficit should be wiped out under any 
circumstances. Those who use the mails should be willing to pay for the service. 
It disappeared during World War IL. It should be eliminated now. Funds are 
provided for navigation aids and facilities, and regulation of transportation and 
communication necessary to the war effort. 

7. With respect to finance, commerce, and industry: Reductions are made in 
expenditures for ordinary activities under this item but increases would be pro- 
vided for export and domestic controls along with others provided for in the 
“General Government” funetion. Funds are provided also for short-term capital 
loans to industry for defense production expansion, but not for establishment of 
Government plants. 

8. With respect to labor: The figures in this item contemplate the 1946 level 
of activity with an increase provided for labor training. 

9. With respect to General Government: Provision is made for increased immigra- 
tion control costs. It is assumed that some of the civilian controls incident to 
current conditions will be reflected in the cost of General Government functions, 
The suggested reduction takes into account increased costs of Federal civilian 
retirement. 

SEMIWAR ECONOMY 


It may be worthy of note that the following tables include comparative figures 
for fiscal vear 1946. In that vear we were descending from peak military require- 
ments, and a good many wartime controls, and activities were still in being, 
although curtailment was in progress during most of the year. In the coming 
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year we shall be ascending in the direction of peak military requirements with 
controls and war-economy activities building up. Under my suggested reductions, 
total expenditures for domestic-civilian programs in the coming fiscal year would 
be 30 to 40 percent higher than they were in fiscal vear 1946. 


Reductions suggested in domestic-civilian expenditures by within 
} 


major functions are shown in 





the tabulation which follows: 


programs 


Reductions in strictly domestic-civilian expenditures, by programs within maje 
functions 
i 
| 1 
R 
aot Yi 
, 
4. SOCIAL WE ARI 4 Y 
L Pu tance (FSA $43 $1.12 $1. 282 $1. 302 ‘y 
Aidt | | 
? Voeational m (FSA 2 2 24 
¢ ool lu \ Depear 
m . & s . 
i Tra ‘ I 4 ‘ 
or FSA | 
Retire nal 1" i i 
( K Re I 1 t . . Ot “4 
7 Federal Secu Aw L oth 24 ; 
8 Prom ! ' Ith (FSA at tt 
Federal, St l 1 he h se ! 
mie eal ed ’ 242 1 si 29 
9 mit mitrol and correcttor Ju ‘ s “) Ww 1m s 
10 Accidet ct yx Lat 24 u on 
Total social welfa 1,0S4 2, 21 2, 520 2, 62 ‘) 
n. OH SI AND ¢ ! 1 EVE Mr 
ll. Defer { FCDA ar 
KF¢ 4 15 i Ay 
Aids te pr eo} 
Hou ii I e Age \ 
12 Federal Na 1M \ m ; s 
1 Federal Hou \ i 13 ) 
14 H e Own I ( 2 242 “ 
l Cott ' ri ] 
1" Veterat Admu } 7 
17 Farm hou \ ire |) ent 12 Zs 2 
Is Reconstru I © ( | ! 1 : i - - 
aor h mad « 1 
pro ! 
Housit umd H I \ 
1 Public i i 7 158 ‘ 8 
X) Loans t tu i I 
2] Slurn clearatr i che ‘ ' 
22 Advance pl 4 2 1 
2 Reeot i I ( ; ' 1 4 
4 Onl itd l 73 l s 4 
Potal i l 
Iso "i! 100 102 Rit) 
t CA \ t \ Est 
Pron ion of educa 4) | i 
2 (i ral for 
‘ “) | "se 
» Vorat 9 » oF oT ' 
2 Edu ’ ) i 
in u Th 1) 
us (oti r | ~ ~ 
20. Education Ito ? ~ . 
we. Lil eu é 0 
(rr il purty ore t 
sl National Science | ! t ' 
a National Bureau of § ; 2 11 
i Seventes ht ! ( ( % 12 ‘ , 
M4 Cotte id c KR . 7 s 
l jucat il rese SS 4 143 is i 
No new ney to be | 1. Expenditures to be exclusively out of receipts from pre hou 
operation 
1948 budget ir | t vithin the “Edueation ar % ral researct category 
wu ( tific resear i pmer ind these therefore ar cour [ the 1952 prop 
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Reductions in. strictly domestic-civilian expenditures, by programs within major 
functions—-Continued 


Fiscal years (in millions) 


Functions and categories 














1946, 1950, 1951, Truman Byrd 
tual actual | estimate | Quest, a 
D. AGRICULTURE AND AGRICULTURAL RESOURCES 
Stabilization of farm prices and income 
35 ommodity Credit Corporation, price sup 
port supply and purchase programs (net —$1, 329 $1, 606 —s2H) $238 » 
36. Removal of surplus commodities 25 ow 42 75 $0 
7 International Wheat Agreement 7H 117 115 115 
ss Sugar Act “4 ow Hil 70 70 
30, Federal crop insurance and other — 285 7 5 6 a 
1). Financing farm ownership and operation st) 145 LA7 14! 15 
$1. Financing rural electrification and telephones a 204 312 ne) 100 
Agricultural land and water resources 
$2 Conservation and use (including administra 
tive expense accounts 311 275 0 M4 3M 
3. Soil conservation service and flood control ty al iS “3 25 
44. Research and other agricultural services 137 143 161 lis 1”) 
15. Food subsidies (CCC and RFC 1, 634 
rotal agriculture and agricultural resources 701 2, 784 us6 1,429 S25 
FE. NATURAL RESOURCES NOT PRIMARILY 
AGRICULTURAL 
Land and water resources 
46. Corps of Engineers, flood control ‘ so 138 169 412 90 
Department of the Interior 
47. Bureau of Reclamation 62 208 349 265 75 
is Power transmission (Bonneville, South 
western, and Southeastern Power 
Administration y 3H 4 65 55 
49. Indian land resources 26 1] 2 iniatiacno-an 
u Burean of Land Management and other 10 10 ” q 5 
; nnessee Valley Authority (net 5 ly 171 236 100 
52 International Boundary and Water Com- 
mission and other 1 4 7 14 1 
Forest resouree 
53 Forest Service and other (Agriculture) 10 79 SH 3 50 
4 Department of the Interior 3 3 2 1 1 
5. Mineral resources, Bureau of Mines and other 
l 1 . 21 ‘4 29 ) 25 
6. General resources surveys, Geological Survey } jis Is 22 18 
57. Fish and wildlife resources, Fish and Wildlife > 12 ‘ 
Service and other { 123 28 31 4 
8. Recreational use of resources, National Park 
‘ ice oon sueeneadand 5 22 f 33 5 
otal nat | resources 57 1, 004 1, 209 1, 242 139 


F. TRANSPORTATION AND COMMUNICATION 
59. Provision of navigation aids and facilities, Corps 


60. Promotion of aviation, Civi] Aeronautics Ad- 








ninistration 62 159 IS2 vy 25 
61. Provision of highways, Bureau of Public Roads 90 472 40) 168 100 
62. Regulation of transportation 22 16 15 15 25 
Other services to transportation 
63 Reconstruction Finance Corporation —43 —11 —3 —5 -5 
Oo Coast and Ge » Survey... cael 17 12 1! 12 12 
65. Postal service (def : 161 5u3 632 160 , 
6. Reculation of communication ll 7 r 7 7 
Potal transportation and communication...... 413 1, 438 1, 503 1, 073 il4 
G. FINANCE, COMMERCE AND INDUSTRY 
Def iction and economic stabilization 
“7 m of production (net 2H) 1, 100 200 
ns ons, price and wage controls } | » if 4 276 oO) 
Hu mitrol 1s4 wr 13 24 22 
7. Export control | ee 
71. Business loans and guaranties, Reconstruction 


Finance Corporation (net lll 1h Pod) wo wede 
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Reductions in strictly domestic-civilian expenditures, by programs within major 
Sunctions—Continued 


Fiscal vears (in millions) 


Functions and categories 










1946 1950 1951 Truman Byrd 
Besos. Bn mr, : *.. request, proposal, 
actual actual | estimate 1952 1952 
G. FINANCE, COMMERCE, AND INDUSTRY—Ccontinued 
Business promotion and regulation 
72 Department of Commerce $11 $26 $19 $17 $10 
73 Antomonopoly programs , 15 s s s 5 
74 Other -2 6 6 
Promotion, regulation of financial institutions 
75 RFC (net receipts = —72 —12 —10 8 wll 
76 Other (including Securities and Exchange 
Commission) ‘a § 7 7 7 § 
Total finance, commerce, and industry _- 30 227 SOS 1, 524 438 
H. LAROR 
Placement and unemployment insurance activi- 
ties 
77 Department of Labor 146 214 165 165 75 
78. Railroad Retirement Board 13 13 7 10 10 
Labor standards and training: 
79 Department of Labor 1 1! 4 14 100 
SU) Mine safety (Interior) 6 4 i 4 4 
S81. Labor relations 18 13 1 13 oe 
82. Labor information, statistics, et s % q 9 ) 
Potal labor 192 263 212 215 211 
1, CENERAL GOVERNMENT 
&3. Dispersal of Government facilities : ‘ 6 4 
Federal financial management 
S4. Bureau of Internal Revenue } {227 24s 254 254 
5 Customs collection, debt management, and 350 
other | l129 139 134 120 
SH General Accounting Office and other 47 5 33 1 7 
Other central services 
87 Central property and records management 
mainly GSA 152 11S 139 4 S1h4 
RR. Civil Service Commission 9 6s IN a0 Q 
RY Legal services (Ju § s ) l F 
Ww Government Printing Otic i) ’ 10 1! lw 
vl. Government payment toward civilian employ- 
ees’ general retirement system 245 302 a1 H 
92. Executive direction and management s rs 12 s ‘100 
Other general government 
3 Immigration eontrol (Justice 35 ] , ‘ 
oF Public buildings construction (GSA ‘ 5 i 
¥ Weather Bureau 25 24 2 a) 2 
cn Claims and relief act isury a) 71 #) 4) 
uv Other ; \s 67 t] 0 
rotal general government YOS 1,044 1,178 1, 278 1, 148 
Grand total, domestic-civilian s, 553 9,348 SOS 9, 767 0 
Includes emergency construction funds 
des emergency civilian defense funds for government agenci 


‘Inclu ' 
§ Included in item I-S7. 


Mr. Camp. Mr. Director, our chairman has indicated the situation 
in which Congressmen find themselves when the people are being 
asked for a great increase in taxes. They all write us letters or tele- 
phone us or buttonhole us and ask why eannot reductions be made 
In appropriations here and there. | understand that the President 
In his message has recommended a reduction of some 1.3 billion dollars, 
Is that the correct figure? 

Mr. Lawron. That was the total, other than the military program ; 
ves. 
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Mr. Camp. What part of that 1.3 billion dollars comes from non- 
military appropriations? 

Mr. Lawron. That statement related to all items that were not 
classified as major military items or international aid. 

Mr. Came. I would like to know if the Budget Bureau goes into 
military expenditures with the same degree of care that they “do other 
expenditures. 

Mr. Lawron. Within certain limitations which necessarily must 
recognize that in a time such as this the strength of the Army, Navy, 
and Air Force is a fixed figure when we get it. That figure is deter- 
mined by the Joint Chiefs of Staff, the Secretary of Defense, and the 
President. As to what the strength of the Armed Forces will be, that 
is a strategic decision that we do not get into. 

Mr. Camp. I thought that, and | thought perhaps vou had the 
same feeling about it that Members of Congress have. When the 
Committee on Armed Services comes before the House and says the 
Army, Navy, and Air Force want a certain amount of money, we do 
not feel we know enough about it to say they cannot have it or to ask 
questions about it. What L want to find out is who does ask ques- 
tions. L know vou cannot. I see vou are limited in the same way 
we are. 

Mr. Lawron. You did not let me finish that statement, Congress- 
man 1 said certain strategic decisions are made that we cannot 
question—that is, as to the total over-all strength or strategic mis- 
sions of branches of the services. But as to the amounts of money 
require «“l to carry out some of those things, we do get into that and 
raise questions about it and make redue aor: in estimates, on a num- 
ber of bases. We look at their pric ing policy to see if it has been 
realistic; we look at the time factors involved: we look into the ques- 
tion of whether construction is unduly elaborate: we vo into the 
question of whether or not the amount of soft voods and other cur- 
rent supply items are in excess of the amount norm: ally needed; we 
vo into the question of the length of the supply pipeline, and things 


of that sort We do not question strategie decisions, but we do ques- 
tion a amounts of money that are necessary to carry out those 
strate. ‘ decisions. 


Mr. ( ‘samp. | would like also to know if vou make any analysis or 
investigation into the pricing policies of the military. 

\Ir. Lawvon. We do with respect to estimates that they present 
tous. We arrived at a definite price policy with respect to all of the 
items in this budget except, of course, the military item which has not 
vet been submitted in detail. But as to all detailed items in the 
budget. we adopted September prices as the level on which we would 
base those objects of expenditure which are for the purchase of goods 
and materials. 

We made a decision with respect to the last supplemental which 
was submitted in detail as to the pricing policy on which that was 
based. By “pricing poliey,” Lam talking about the levels the agencies 
use as the basis for their estimates. The agencies came in with about 
four or five different price assumptions. Some of them used current 
prices plus 10 percent; some “last delivery,” plus a figure for increase ; 
some used the average for the last 6 months’ deliveries. We have 
also gone into the question of pricing from the standpoint of lower 
unit costs because of increased procurement, There is a great deal 
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of price difference between the earlier models of large items of military 
equipment—the first production off the line—and any substantial 
amount of production that comes off the line after that. In other 
words, the first B-36 cost considerably more than current procure- 
ment. The first B-17 cost considerably more than we paid for the 
last ones, when we were in quantity production. Those are examples 
of kinds of things we review. 

Mr. Camp. Now, we have reports from time to time of the enor- 
mous waste by the military—-expenditures far bevond reason that we 
are told are being made—and we have no way of knowing whether 
that is true or not, and I have been anxious to find out whether the 
Inspector General of the Army goes into their expenditures, whether 
he looks after the money after it has been appropriated. 

I can understand vour problem, and | know, as far as the establish- 
ment of the Bureau of the Budget is concerned, that is about as far 
as you can go; but after it is in their hands for expenditure, then you 
do not know anything about it. Is that right? 

Mr. Lawron. Normally the rate of expenditure is a subject we 
deal with. In this last supplemental, however, the items were ex- 
empted from any apportionment procedures. We have gone into the 
question of construction of public works and, in times past, have 
held in reserve for normal times moneys for construction until we got 
the detailed projects before us and approved them project by project. 
But at the present time we are not doing that because of the elimina- 
tion of the apportionment requirement and because of certain overseas 
construction the Defense Department has found necessary. 

\MIr. Camp. Now | would like to inquire about another subject. 
Last vear there was an amendment to the appropriation bills with 
respect to the cutting of personnel in various departments of the Gov- 
ernment by not filling the vacancies of people who retired. What 
was finally done about that program, and can you tell us how much 
was saved by it? 

Mr. Lawron. The program as it was finally adopted—lI believe 
you are referring to the Whitten amendment? 

Mr. Came. Well, Jensen had one, and Whitten did, also. 

Vir. Lawron. On the Whitten amendment, that was a question of 
the transfer of emplovees between defense and nondefense agencies. 
It permitted the certification and gave priority relative to the certi- 
fication of people who had been laid off in one place for a defense job. 
The other amendments finally developed into a compromise which 
required the Director of the Bureau of the Budget to reduce by S$550,- 
000,000 the appropriations made in the General Appropriation Act. 
That was done. They were reduced by $580,000,000, and that re- 
duetion will be retained throughout the vear; that is, it will be re- 
tained somewhere between $550,000,000 and $580,000,000. I do not 
know just where it will be. Currently it is $578,000,000. 

Mr. Camp. Senator Byrd's committee has from time to time made 
recommendations as to a reduetion of personnel and has given us in- 
formation as to excessive personnel. Is any special effort being made 
to try to reduce personnel in the agencies of the Government? 

Mr. Lawron. The question of the reduction of personnel is a 
question of two things: first, whether there is excess personnel for 
the funetions which they are performing; second, whether there is 
excess personnel by reason of the fact that certain functions which 
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are performed should not be performed by an agency. There is a 
constant effort on the part of the agencies themselves to do the job 
with the minimum number of people. There is also an effort on our 
part to see that they do the job with the minimum number. 

On the question of whether or not the functions should be per- 
formed, that is a joint question that is decided, first, by the President 
and, second, by the Congress. When Congress has decided that a 
function is to be carried out, you do not eliminate it. You may 
reduce the number of people required to carry it out, but you do not 
eliminate it completely. 

Now, in time of expansion, when you have new agencies and new 
functions, naturally, you are going to see a total increase in Govern- 
ment pe ‘sonnel, You have 75 percent of the personnel in three 
agencies—the military services, Veterans’ Administration, and the 
Post Office Department. As to a reduction of personnel in the 
Post Office, there were fewer people in the Post Office on last December 
31 than there were a year ago by some 25,000. There were fewer 
because the Postmaster General curtailed the postal service; he 
curtailed the number of deliveries and thereby reduced the number 
of personnel required to operate the Post Office Department, in spite 
of the fact that the volume in the post office has increased. 

Mr. Came. We want to make some savings and, of course, this 
committee needs all the help it possibly can get from your Bureau, 
the Treasury Department, and everywhere. We want to get part of 
this $6,000,000,000 that is in the second phase of this tax request by 
savings, and | would like to know if there is not somewhere some 
suggestion that can now be made as to where we might go about 
getting it. Do you think you have recommended the very least figure 
with which we can carry on these functions? 

Mr. Lawron. I think this budget, under the instructions the Presi- 
dent gave us, Was prepared on the basis of tr ving to meet the functions 
that are required to be performed with the least dollar cost possible. 
Now, there will be a lot of disagreement on whether functions should 
or should not be performed. That is an area in which you gentlemen 
have to exercise vour judgment. Outside of this new proposed legis- 
lation on which, of course, vou will exercise your judgment, these 
other functions in here are funetions that are performed under laws 
Congress has passed. Some of the major items that have been crit- 
icized in here— criticized in Senator Byrd's statement—are functions 
that Congress authorized after Korea. They were authorized last 
fall. The increase in public assistance grants, school construction and 
school operational aid bills were both passed after Korea. Several 
other new functions were passed in January. If Congress makes a 
determination that they do not want a lot of those things done, the 
only thing you can do is to change the legislation. 

Mir. Camp. I am satisfied a lot of money can be saved in the 
military part of this program. It is too much to talk about here, but 
I am satisfied they spend lots of money that they do not need to spend. 
I do not know whose duty it is to check on that. I think the Army, 
Navy, and Air Force themselves can do a lot of it and should do it. 
jut T appreciate very much vour effort. As far as | am concerned, 
I think at least one-half of the second phase of the taxes should be met 
by a reduction of expenditures, and | expect to vote that way. But 
I am going to need a lot of help in knowing where to make the cuts, 
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Mr. Lawron. I am going to need a lot of help, too, because the last 
time I appeared on military expenditures before another committee 
of Congress the question was ‘‘Why did you reduce certain items of 
the militarv; why did not vou give them all they asked for?” 

Mr. Camp. | hope vou do not let that sort of talk influence vou in 
taking the action you should. 

Mr. Lawton. I do not. 

(The committee thereupon took a recess until 2 p. m.) 


AFTER RECESS 


The committee reconvened pursuant to the taking of the recess, 
Hon. Robert L. Doughton (chairman) presiding. 

Mr. Simpson. Mr. Lawton, as 1 understand, the various depart- 
ments present to you their requests for moneys. 

Mr. Lawron. That is correct. 

Mr. Simpson. And you then analyze them and make the determi- 
nation of how much you will recommend. 

Mr. Lawron. That ts right, sir. 

Mr. Simpson. In that connection, what are the figures that the 
different departments requested, from which you have resolved it 
down to this $71,000,000,000 plus? 

Mr. Lawron. Well, the figures requested, of course, are in terms of 
appropriations and not on an expenditure basis. So Ll would have to 
relate it to the $94.4 billion dollars of new obligational authority, and 
the figures that were requested were a little over $98,000,000,000, 

Mr. Simpson. Is that comparable to the $71,000,000,000? 

Mr. Lawron. That is the appropriation request from which the 
$71,000,000,000 plus was obtained. 

Mr. Simpson. | want to know the figure from which the 
$71.000,000,000 was evolved. 

Mr. Lawron. The agencies do not make their requests in terms of 
expenditures but in terms of authorization. So that, taking the nor- 
mal lag in expenditure, their figures would have been about $3,000,- 
000,000 higher than that figure. There is a lag in normal cases of 
about 25 percent, on an average. 

Mr. Simpson. Accepting that figure of $74,000,000,000, which 
I do not question, in other words, the de ‘partments re quested you to 
approve $74,000,000,000, of which you approved $71,000,000, 000? 

Mr. Lawron. That is correct. There is one other point that must 
be borne in mind. That is that dollar restrictions or ceilings were 
placed on them as to the amount they could request under the assump- 
tions that were given to them in the call for estimates. 

Mr. Simpson. And, if they had not had those restictions and they 
were not acting under those restrictions, they might have requested 
more than the $74,000,000,000? 

Mr. Lawron. That is correct. 

Mr. Simpson. Let us take the $74,000,000,000: you reduced that 
by $3,000,000,000. Now, what items did you cut? 

Mr. Lawron. | do not have all of the details here, but in the 
Federal Security Agency there was a reduction of about $540,000,000, 

Mr. Simpson. In what connection? 

Mr. Lawron. As I say, I do not have those details. I can supply 
those. 
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In the Department of Agriculture, there was a reduction of 
$360,000,000. A large part of that was rural electrification. In the 
Commerce Dep: irtment, there was a reduction of about $118,000,000; 
in “civil functions,’ Corps of Engineers, $205,000,000; in the Inte rior 
Department, about $200,000,000, about half of which was reclamation, 
Then there was a reduction of about $1,000,000,000 in Veterans, based 
on a reevaluation of the trainee load on account of a reappraisal of eco- 
nomic conditions as opposed to those that existed at the time they 
made the estimate. In Atomic Energy there was $100,000,000, and 
in various other independent offices about $300,000,000. Then we 
reduced a couple of items of proposed legislation, one of them being 
the Export-Import Bank request for additional lending authority. 
We reduced that half a billion, and we reduced defense-housing pro- 
posed legislation by $150,000,000. We cut that in half. 

Mr. Simpson. Then substantially all of it reflected reductions that 
were due to the elimination of programs or perhaps eliminating entire 
sery ices? 

Mr. Lawron. Deferrals and curtailments in large degree. That 
was the case in those items particularly that dealt with public works of 
various kinds —rivers and harbors, flood control, reclamation, and so 
forth. That was both a deferral of projects and a program curtailment. 
Some of it was a reduction in the rate of expenditure on going projects. 
The agencies, we felt, were trying to go too fast. 

Mr. Simpson. But, from those figures, is there any way we can 
conclude what vou did with respect to the other items—the ones that 
were approved? That is, how do you know they requested the 
proper amounts of money for the various services they have? How 
do you know, for ex imple, that Fede ral Security did not request too 
much money to do the work remaining? 

Mir. Lawron. Their large items—some of their largest items, as a 
matter of fact —are in the category of grant-in-aid programs. In those 
programs we try to evaluate the validity of their estimates of the 
number of people, for example, who would be in the old-age assistance 
program. We check the rates the States are paving. It is a mathe- 
matical calculation, largely, with respect to that kind of program. 
Public-assistance grants total 1.3 billion dollars of expenditure. 

Mr. Simpson. Did vou do that evaluation, too, with respect to the 
number of emplovees they have, and so forth? 

Mr. Lawron, We attempt to evaluate the number of people it 
will take to perform a certain job. For example, we have made 
studies of Various sorts in connection with claims work in the Veterans’ 
Administration. We had a group jointly with representatives of the 
Veterans’ Administration that made a survey of a number of offices 
and looked into the workload situation, the production rates, and why 
they varied in different localities. We made reductions because we 
felt some of the pe ‘rsonnel requests were too high. 

In the hospital services we have adopted certain standards on 
patient-day costs. We keep current records with respect to food and 
ration costs, equipment costs, and items of that sort. We have 
analyzed in a number of those instances the number of people required 
to take care of a given number of patients and have attempted to 
hold to a standard. We have adopted standards for personnel work; 
we bave adopted standards for auditing; we have adopted standards 
for property work. Those standards have been made on the basis of 
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surveys and studies, and any upward variation from those standards 
requires a full and complete explanation on the part of an agency. 

Mr. Simpson. Are you convinced that in all of these departments 
for which you now recommend certain amounts of money they are 
efficient? Is that one of your requirements before you approve a 
request? 

Mr. Lawron. It is, to the limit of our ability to look into it; ves, 
sir. 

Mr. Simpson. By that, do you mean you do not know? 

Mr. Lawron. I mean we cannot cover every agency in the Govern- 
ment 100 percent every vear. We just do not have the facilities 
available to do that. But we do, as I say, establish certain stand- 
ards for securing materials and conducting operations that can be 
measured on a comparable basis. We do see that those standards 
are maintained, 

Mr. Simpson. Does that mean it is vour belief that they are being 
conducted efficiently? 

Mr. Lawron. | would sav generally, ves; it is. ’ 

Mir. Simpson. Now, when we introduce legislation up here on the 
Hill we get a report from downtown, and very oftea it says: ‘This 
plan has been cleared by the Bureau of the Budget’ or words to that 
effect. What does that mean? 

Mir. Lawron. It means we have examined the proposed report and 
checked with every other ageney of the Government that might be 





affected in order to get their views as to the particular piece of legisla- 
tion. In particularly important cases, it is cleared with the President 
as to whether or not the proposed program is one he supports. In 
some cases we sumply make the comment that there would be no 
objection to it; in other cases we say the prog ram is not im accord with 


the President's program or that it should be amended in certain wavs 
| and, if it were so amended, thea it would be in accord with the 
President’s program, 
Ir. Simpson. Does that mean vou have considered the legislation 
as relating to all other legislation that might affect the various Depart- 
ments in giving vour approval or disapproval? 

Mr. Lawron. Essentially, ves; that is what it means. We have 
checked with the other departments to find out whether they have any 
views on it and whether there is any conflict with activities they 
undertake. 

Mir. Simpson. Is that done with respect to all legislation? 

Mr. Lawron. It is done with respect to all legislation proposed by 
“ae departments for submission to the Congress; it is also done on all 
legislation on which Congress asks for a report, unless time limitations 
prevent the agencies from checking with us beforehand. In such 
Cuses, they so advise Congress. 

Mr. Simpson. But certainly the really important things that come 
up from the departments downtown have been cleared beforehand, 
generally? 

Mr. Lawron. Yes, sir 

Mr. Simpson. With respect to this present tax bill, the $16,000,000,- 
000 request, | presume that was cleared with vou. 

Mr. Lawron. That bill, of course, was sent up with the approval 
of the President. We do not attempt to review his actions. 

Mr. Simpson. Do you agree with his actions? 
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Mr. Lawron. We necessarily must agree on the need for taxes in a 
situation such as we face today. 

Mr. Simpson. The two parts of that program seek to raise 16.5 
billion dollars. Now, is it your conviction that 16.5 billion dollars 
can be raised? 

Mr. Lawron. I| believe it can; yes, sir. 

Mr. Simpson. Where—from what sources? 

Mr. Lawron. | think the Secretary of the Treasury has presented 
to you the sources that have been recommended, and I think he 
suggested there were further opportunities which the committee and 
and Congress and the Secretary can jointly study and report on. 

Mr. Simpson. I may not make myself clear. Of course, it is true 
that the Secretary has made recommendations as to where we can 
raise about 11 billion dollars and has gone on to say that further 
studies can be made. But it was my understanding that that matter 
had been gone over with the Bureau of the Budget and some con- 
clusions had been reached that the economy could ‘bear an additional 
16.5 billion dollars and from where it could be taken with the least 
disruptive effect on our economy. Have you done that? 

Mr. Lawron. We have not done that. Ordinarily in tax legisla- 
tion the Secretary of the Treasury represents the President, and we 
do not enter into the development of tax proposals. 

Mr. Simpson. To what degree do vou recognize inflation has come 
to pass in the country since 1939 or—let me put it this way—the 
cost of living has gone up since 1939? I have reference to the Budget 
Bureau and the Civil Service Commission having submitted a report 
to the Congress declaring that the purchasing power of the average 
Federal employee's salary has been maintained since 1939. Is that 
right? 

Mr. Lawron. That is right. That is by reason of pay increases. 

Mr. Simpson. It says in a report made public last night by the 
Senate Civil Service Committee that the administration said that the 
average Government salary has increased 83 percent since 1939 com- 
pared with a 78.1-percent increase in the cost of living. Then it goes 
on to say the administration feels the cut in purchasing power was 
based on the cost-of-living index for November and has gone up since 
that time. 

What is that 78.1-percent increase in the cost of living? 
inflationary increase? 

Mr. Lawvon. | would not say it is entirely that; no. 

Mr. Simpson. Well, what else is it? 

Mr. Lawvon. It depends on your definition of “inflation.” There 
are a great many normal changes. For example, the cost of Govern- 
ment personnel has gone up in a good many instances by reason of 
longevity increases. Things like that are also in the picture. I would 
not call those inflationary or due to inflation. They are due to a 
conscious action in raising pay. 

Mr. Suupsox. I do not have the official paper you sent up, but 
according to this news report it says the purchasing power was in- 
creased by 83 pereent to handle the ine rease in the cost of living. 

Mr. Lawron. That was the average increase in the salaries of 
Government employees over that period. It is due to two things: It 
is due to pay increases In some degree, and it is due to changes in 


Is that an 


grades to some decree, 
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Mr. Simpson. You are talking about the average. Now, do you 
mean that increase which here purports to have been made in order 
to keep up with the cost of living? Do you mean that is not what 
it is? 

Mr. Lawron. No. We did not say that in the report, I do 
not believe. 

Mr. Simpson. I ask you, Does that 78.1-percent increase in the cost 
of living represent an inflationary increase compared to 1939? 

Mr. Lawron. Well, it represents an increase in costs of various 
sorts since that time. Whether they are all inflationary or not, 
I do not know. 

Mr. Simpson. Well, the effectiveness of the dollar of 1939 is 78.1- 
percent less now, according to vour figures, so far as the cost-of-living 
items are concerned; is that right? 

Mr. Lawron. The effectiveness of the dollar is certainly less by 
that amount. 

\Ir. Simpson. According to your own paper, it savs “compared 
with a 78.1-percent increase in the cost of living”’. 

Mr. Lawron. That is right. 

Mr. Simpson. Now, that is a very, very substantial decrease in 
the purchasing power of the 1939 dollar. Suppose back in 1939 we 
had this budget vou have today: dollarwise, it would be substan- 
tially less; would it not? That is more or less obvious. 

Mr. Lawron. Yes; surely. 

Mr. Simpson. And it is also true that inflation is plaving an impor- 
tant part in the cost of conducting the war today. 

Mr. Lawron. But only a part. Let me give you one example. 
The fire-control mechanism on the B-36 today costs more than an 
entire B-17 of the type we had and used in the bombing of Germany 
in World War II. It is a different kind of animal. 

Mr. Simpson. Did we have fire control on that or not? 

Mr. Lawron. Not to the extent vou have it on this B36. It is 
a much larger and a much more complicated plane, with heavier 
armament. While you had a bomb sight on the other one, vou did 
not have all the electronic equipment on it by any manner of means 
that vou have at present. 

Mr. Simpson. Of course, vou have more man-hours in the con- 
struction of that thing. I do not think very much more, but the 
emplovee is a much higher-paid employee than he was then, and the 
hourly rate is considerably higher. But, relatively, the cost is 
increased in part by reason of a lessening of the value of the dollar? 

Mr. Lawron. In part. And the range of that plane is five times 
as great. 

Mr. Stupson. In one of these charts that we have before us in the 
summary of the President’s 1952 budget, at page 25, the last item in 
the second column is $5,136,000,000, which I understand represents 
the program, excluding, maybe, national security and fixed and con- 
tinuing charges. 

Mr. Lawron. That figure represents in part certaim items in the 
budget which are subject to annual control in an appropriation act or 
through appropriation processes. The figure does not include certain 
major national security programs. Neither does it include fixed or 
continuing charges that are frequently not subject to annual appro- 
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priation action by the Congress and are required in a definite amount, 
according to a definite formula in basic law. 

Mr. Simpson. That, I believe vou stated, does not include the needs 
of national defense. 

Mr. Lawron. It does not include the major national security 
items that are listed above; no, sir. It is not completely nondefense 
items; | would not eall it that. 

Mir. Simpson. Is there anything in the budget that is not for defense 
in one way or another? 

Mr. Lawron. Yes; I would think so. 

Mr. Stmpeson. What is it?) Interest ts supposed to be connected 
with national defense or with our security. 

Mr. Lawron. Well, it depends on what definition you take. There 
are a lot of items in the budget that are not national defense. I 
would not call postal service a national defense item. The collection 
of taxes is national defense to the extent vou believe it is hecessary 
to finance defense on a pay-as-you-go basis. 

\[r. Simpson. It is the cost of price controls any more a national 
defense question than that of collecting taxes? 

Mr. Lawron. Ultimately, no. | would think they had the same 
effect, except that price controls are new. It was adopted by Congress 
in the act entitled **The Defense Production Act’? which was enacted 
subsequent to the outbreak in Korea as a part of the emergency pro- 
gram. 

Mr. Siueson. What about the maritime activities? Do you include 
operating subsidies? 

Mr. Lawron. They are included in there. There is no segregation 
made, but that is merely a portion of that amount. The largest 
amount is constriction, 

Mr. Stimpson. That comes under the security program, too; does 
it not? 

Mr. Lawron. We did not attempt to break that down. Yes. The 
major amount was for the construction of ships, for which Congress 
voted $225,000,000 in January of this vear. 

Mr. Simpson. Does that $5,136,000,000 represent your opinion as 
an area exclusively within which Congress could consider making 
reductions? 

Mr. Lawron. By no means. Congress can consider reductions in 
any part of this budget. 

Mr. Simpson. I presume we have before us a breakdown of that 
$5,000,000 000 figure. 

Mr. Lawron. | can give vou the substance of it. 

Mr. Simpson. Will vou see that we get it in the record? 

Mr. Lawron. | can put it in the record, 

Mr. Simpson. I will appreciate that. 

(The information requested follows 
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Breakdown of the $5.136 billion re presenting “all other’ expenditures in the analusis 
of new obligational authority and budget expenditures for fiscal years 1951 and 1952 
Erpenditures, 1952 


Civil Service Commission —~ 8343, 000, OOO 


Tennessee Valley Authority - 236, 000, OOO 
Federal Security Agency 
Grants for hospital construction 130, 000, 000 
Other Public Health services 176, 000, OOO 
Office of Education 141, 000, OOO 
Aid to education 354, 000, 000 
Housing and Home Finance Agency: Slum clearanes 65, 000, OOO 
Department of Agriculture: 
Production and Marketing Administration: 
Conservation and us 254. O00, 000 
Sugar Act 70, OOO, OOO 
School lune! S38, 000, OOO 
Farmers’ Home Administration 175, 000, 000 
Rural Electrification Administration loans 264, OOO, OOO 
Department of Labor: Grants to States for employment com- 
pensation bau O00, OOO 
Department of Justice: Federal Bureau of Investigation 64, O00, OOO 
Department of Commerce: Civil Aeronautics Administration 199, OOO, OOO 
Treasury Department 
Bureau of Internal Revenue 254, 000, 000 
Coast Coard 200, O00, OOO 
Bureau of Customs 54. 000, 000 
Administering the public debt 52. 000, 000 
Department of the Interior 
Bureau of Reclamation 259, 000, 000 
Bureau of Indian Affairs 71, GOO, OOO 
Bonneville Power Administration 55, OOO, OOO 
Department of Defense: Corps of Engineers 614, 000, OOO 
Total, other major items 1, 257. OOO, OOO 
Miscellaneous items STU, OOO, OOO 


Mr. Simpson. Now, in vour own household vou have a certain 
amount of income, and vou know that every now and then vou get an 
unexpected expense, like putting a new roof on, repairing the furnace, 
or something of that kind, and vou have to go ahead and do it. That 
means vou have to stop some other things. What can we stop doing 
in the Government in view of the very abnormal expenditures we are 
having to make in order to keep our house in proper conditions? 
Suppose we cannot raise the 16.5 billion dollars; suppose the public 
won't stand for it, even with price controls being maintained. We 
have to cut down somewhere. What is the area in which vou ree- 
ommend cuts? You are more familiar with these figures than we are. 
We cannot and are not going to eut the war effort of the Army and 
Nava ; We are not going to cut interest; We are not going to cut vet- 
erans. But there may be something that is only comparable to buy- 
ing a Washing machine or doing without something that we are used 
to having in our homes. Where are we going to cut; where can we 
eut? Deo vou have any recommendations? 

Mr. Lawron. We have made a number of them in this budget 
reductions in programs under way now, below current levels. 

Nr. SIMPSON. In this big book. where can | locate those reecommen- 
dations vou made? You mean for a further cut in the $17,000,000- 
000 budget. 

Mr. Lawron. No; that were part of the reduction to the 
$71,000,000 000, 

Mr. Simpson. Lam asking you how we can cut the $71,000,000 000. 
We have to do it, | will say. Here you are in your home and vou do 
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not have the money to pay your bills. We want to know where to cut, 
In my case, | would go to my wife and ask her where we could cut, 
and she would probably tell me. Now L ask you, as custodian of the 
Government’s finances in one respect—certainly the spending—what 
your experience would indicate as the places where we can make 
savings and do the least harm to our economy. 

Mr. Lawron. Well, | have no further recommendations to make 
bevond those that are in the budget. 

Mr. Simpson. Now, on that question, what cuts are you recom- 
mending that are in the budget? That is what I mean. 

Mr. Lawton. Well, if you are talking about below the 71.6 billion 
dollars, | have not made any, but 1 have made some to get down to 
the 71.6 billten dollars. 

Mr. Simpson. Well, all you did there was to take off part of what 
the departments asked for. 

Mr. Lawron. No. We reduced rates on things they were going 
into, we deferred projects in a good many cases, and we reduced below 
the current-vear level in a number of instances. 

Mr. Simpson. Then is the conclusion [ am more or less forced to, 
insofar as your opinion goes, that there is nothing here we can cut any 
further? 

Mr. Lawron. There is nothing I can suggest. I think the Congress 
itself can judge as to whether it wants all the functions carried out that 
it has enacted into law. If it does not and wants to repeal some of 
those laws, it can do so, but I cannot. 

Mr. Simpson. I do not know that it has to repeal any laws to make 
cuts. 

Mr. Lawron. Not necessarily, but that ts part of it; that is one 
method. 

Mr. Simpson. You do not need to pick one method out of two. 
One is to do that, and the other is to provide less money for certain 
tvpes of expenditures. That is not changing the basic law. We do 
not need to supply too many employees, to take one example. That is 
the basis of my question, which is, when vou present this budget, does 
it have vour complete endorsement and recommendation that it 
cannot be cut at all or cannot be cut safely? 

Mr. Lawron. These are recommendations for the things that 
we think are necessary in the kind of situation which we now face and 
will face in 1952. 

Mr. Simpson. All right. One of the things is to assume that 
Congress cannot raise the money, the $16,000,000,000 additional, of 
the $71,000,000,000. Then what would you do, operate under a 
deficit? 

Mr. Lawron. | think that the Congress would have to make 
a decision as to whether to operate at a deficit or eliminate some of 
the items that are included in the budget which the Government ts 
now required to do. 

Mir. Simpson. Items that you consider it would be unwise to 


eliminate? 

Mr. Lawron. There are items that we know that are required 
by law with respect to the proposed legislation, certainly, | think 
that the Congress has the right to do as its judgment seems best. 

Mr. Simpson. That is right, of course, we have that right, and I 
should think in recognizing that situation vou might have had some 
relevant items, that is, the relative importance of items, some that 
you regard as more important or more essential. 
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Mr. Lawton. I think that the Congress has to be the judge as to 
whether there is a definite need, in its opinion, and should determine 
whether it wants something left out. 

Mr. Simpson. I was very hopeful that vou might tell the com- 
mittee and the Congress, at least give us some idea as to the relevant 
importance of the many hundreds of thousands of items that are 
included in the $71,000,000,000 budget, something that would indicate 
as being of the type that could be eliminated, since vou are in closer 
touch with it than this committee or the Congress, because we do 
not have the information before us that you have. We canoot get 
the detailed informatioa out of the Department that you should be 
able to get. I appreciate vou do not get all of it, but out of a budget 
of $71,000,000,000, certainly there should be in that amount of money 
some things which vou consider more important, in view of the 
demands facing us today; that vou should be able to find some items 
that are less important than others. 

Mr. Epernartrer. Mr. Chairman. 

The Chairman. Mr. Eberharter. 

Mr. Epernarrer. Mr. Lawton, I think the question was asked 
you as to whether or not the personnel of the Internal Revenue 
Bureau was cut for this coming fiscal vear. I do not think vou were 
able to answer at the time. 

Mr. Lawron. | said the budget shows an increase in the personnel 
of the Internal Revenue Bureau of 1952 over the amount for 1951. 

Mr. Enernartrer. There is an increase in the number of personnel? 

Mr. Lawron. That is correct. 

Mr. Eneruarrer. Can vou give us those figures? 

Mr. LAWTON. The average number of personne! provided for 1951, 
56,071; the average number for 1952 is 59,416. 

Mr. Enernarrer. An increase of about 3,000? 

Mr. Lawron. About 3,000; ves. 

Mr. Esernarrer. What was their request? 

Mr. Lawron. I do not have those figures. I would have to go 
back to get them. 

Mr. Exernarrer. Would you supply that information for the 
record? 

Mr. Lawronx. I would be glad to do so. 

Mr. Erersarrer. Do vou know whether they were cut? 

Mr. Lawron. I am not sure. 

Mr. Erernarrer. Thank vou. 

(The information requested follows:) 


Re quest of, and tu iqet fo ’ Bure tu of I nie nal Peres 
\ yur 1952 buds 
N t \ u Numtl \ int 

Total permanent positions 0), 415 $237, 421, 2 14 $2.33, 196, 228 
Less lapses 1, 3.38 os et) s Sah. OUT 
Man-years WY, O77 231, 734, 516 8, 522 220, 303, 131 
Temporary employee Ss 2. 478, 000 m4 2 478. 000 
Excess over 52-week bas¢ S44, 504 S40, 504 
Payment above basic rate 202, 047 42. (OT 
Total 60, 010.5 235, 204, 207 BO. 4506 232, R32, R22 

' Reduction from agency request is 1,110 positions requested for work in connection with old-age and 


survivors’ insurance program 
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Mr. Kean. Mr. Chairman. 

The Cuatrman. Mr. Kean, 

Mr. Kean. Mr. Lawton, vou include in your budget items which 
the President has recommended but which Congress has not author- 
ized, vet vou take the position that you cannot recommend a down- 
ward revision of the policies which have been set up by the Congress. 
You say vou cannot recommend. I think vour position there seems 
a little bit contradictory. 

Mr. Lawron. The budget that comes to the Congress is the 
President's proposal of what he believes to be nece ssary. 

He has recommended additional legislation. Those proposals 
include both new programs requiring expenditures as well as revised 
postal rates to produce new revenue and reduce the postal deficit. 

I might add that that practice of including proposed legislation was 
started because of the criticism by the Congress in past vears that the 
President was incorporating in the budget only the items for which 
there was legislation, and not including the estimated cost of legis- 
lation which he was recommending. By ineluding items of proposed 
legislation the budget gives a total or comprehensive picture. Now 
as to recommendation for changes, one might argue 

Mr. Kean. But you say vou do not feel that vou should recommend 
changes? 

Mr. Lawron. [said that I could not at this point. 

Mr. Kean. Beeause the President has not submitted the recom- 
mendations? 

Mr. Lawron. Because we do not feel that the President 

Mir. Keay. But vou do not feel you should come to the Congress 
recommending legislative changes, whatever they may be? 

Mr. Lawrox. We have recommended in this budget the amounts 
to carry out the authorizations under the law. 

We have also recommended lower amounts than the maximum. 
We have also from time to time, at various times, felt that there 
should even be a rescission of an appropriation. But in this particular 
budget we have not made any major recommendations of that sort, 

\Ir. Kean. You made the statement a while ago that vou had made 
a recommendation last vear with reference to the hospital program; 
and then vou made the statement that the only result was a cut in 
vour own budget. Did vou mean to intimate that Congress deliber- 
ately eut Vou for making the recommendation with reference to the 
hospital program? 

Mr. Lawron. | think that if vou will read the hearings before the 
Appropriations Commiitee on that subject you can come to some 
conclusions. 

Mr. Kean. Just on account of the hospital program? 

\Ir. Lawron. It took up a substantial portion of the hearings on our 
own budget request. 

Mr. Kean. I notice that vou are anticipating a deficit of 16.5 
billion dollars; that on the so-called cash basis the deficit is only 12.8 
billion dollars. If the reason for balancing the budget is chiefly to 
prevent a continuation of the inflationary trend, do vou think perhaps 
we can give more attention to the cash budget than the ordinary budget 
in planning a tax program? 

Mr. Lawron. The reason for taxes, in addition to the inflationary 
effect, is also to prevent passing the cost of this program on into an 
indefinite period in the future. 
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Mr. Kean. With which I fully agree. 

Mr. Lawron. The cash budget differs in large part from the regular 
or traditional budget primarily on the basis of the money that is 
invested in trust funds, which are the reserves for future payments 
for old-age insurance, unemployment insurance, railroad retirement, 
civil-service retirement and things of that sort. 

The postponement of those reserves and their depletion at this time 
to be met by taxation at a future time is contrary to the theory or 
purpose for which those reserve funds were established. They were 
established in order to build up funds from the beginning until the 
participants in that particular fund reached the retirement age, or 
the unemployed need them and can go in and get them. By building 
up reserves the Government in the future would not be required to 
borrow money. But by the depletion of these reserves and the 
decision to meet liabilities on the basis of future taxation, you may be 
borrowing a lot of trouble for some later period. 

Mr. Kran. The President in the past has not been very enthusi- 
astically concerned about the question of balancing the budget. I 
was very much pleased—last autumn—when | turned on my tele- 
vision set and heard him state that we must balance the budget for 
the purpose of preventing inflation, now from the point of view of 
inflation is it not the cash budget which is important? 

It is true, though, the budget which we must balance if we are not 
going to pass on to our children or grandchildren, the results of our 
follies is this budget and not the cash budget. 

Mr. Lawron. That is correct. 

Mr. Kean. There has been a great deal of controversy lately 
between the Federal Reserve Board and the Secretary of the Treasury. 
How much do vou feel the budget would have to be increased if Mr. 
Eccles’ program were taken into consideration and the interest on 
long-term Government bonds went from 2.5 to a3 percent basis? 

Mr. Lawron. Well | do not have anv estimate on that; | do not 
know; that is something we would have to study, because it depends 
upon the change in the character of the debt and the time of the 
issuance of those securities. 1 do not have any figures on that subject 
with me. 

Mr. Kean. Now [T would say there are 54 billion dollars of long- 
term debt: 97.5 billion dollars of marketable bonds, and 104 billion 
dollars of nonmarketable EK bonds— trust fund items. 

So in this ease, on about $50,000,000,000 bonds, a half of 1 percent 
rate increase on the bonds amounts to $250,000,000 a vear. 

Now do you not think that if there was an expenditure for further 
interest on the publie debt, of $250,000,000, it would be a great deal 
less than the amount which the public would have to pay in higher 
costs for purchasing goods, if the present policy were allowed to 
continue? 

Mr. Lawron. I do not know the answer to that question. 

Mr. Kean. In your special analysis of the civil public works pro- 
gram you indicated that cemmitments for the future are now out- 
standing in the amount of $354,000,000,000 worth of civil works 
projects. 

Mr. Lawton. Yes. 

Mr. Kean. In most projects, are they of a nature that must be 
fulfilled in the next fiscal vear, even though the inflationary influence 
would be unwise? 
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Mr. Lawron. I do not recall a figure of $30,000,000,000. 

Mr. Kean. In the back of the book. 

Mr. Lawron. We have a figure of 17.4 billion dollars for authorized 
civil public works programs. 

Mr. Kean. I saw a figure of $30,000,000,000 somewhere, also a 
firure of four additional. 

Mr. Lawron. With respect to meeting these authorizations in 
1952, the answer is ‘No.’ You do not have to start any of them. We 
have a few projects recommended as “‘starts,’’ because of the need in 
certain areas for additional power to meet defense manufacturing 
needs. 

We need power for atomic energy in one area. We need to continue 
certain projects which are well along toward completion since it would 
be an economic waste to stop them at the moment. 

But with respect to starting new projects, very few of them have to 
be started. L might add that with the exception of a few power 
projects, there have been no new starts included in the budget by the 
President either this vear or last. 

The projects that are on the shelf have already been authorized by 
the Congress. A bill passed last vear, for example, authorized over a 
billion dollars worth of them. We have indicated many times that 
while there would be no objection to the authorization of the project 
from the standpoint of the President’s program, we did not intend at 
this time to submit any funds for the initiation of work on them. 

Mr. Kean. Along that line, I notice that the Tennessee Valley 
Authority recommends an increase of 19 to 236 million. Was that for 
power project or flood control? 

Mr. Lawron. The increase in the TVA estimate is for power 
projects. 

Mr. Kean. Power projects? 

Mr. Lawron. A part of which was initiated under the appropriation 
passed January 2. One of them is for the Atomic Energy’s new plant 
in the TVA area, to produce power which will supplement that coming 
from private sources. There is an additional plant that has been 
authorized at Oak Ridge, for which funds were appropriated last vear 
and another appropriation requested this vear for a steam plant at 
Johnsonville. There is also money included in the 1952 budget for 
an additional steam plant in the area. 

At the present time the TVA is buying about 300,000 kilowatts 
per vear from other sources which have indicated they cannot supply 
power very much longer because of their own increased needs. 

Mr. Kean. There is some project, is there not, for an aluminum 
company, for the production of aluminum? 

Mr. Lawron. I think there may be one in that area. Some of 
those are in the Pacifie Northwest where additional funds are included 
for power. Outside of those areas we have included only one project. 
That is in the Missouri Basin. 

Mr. Kran. For the Bureau of Reclamation you have reduced their 
estimates from $298,000,000 down to $265,000,000. That is not a 
very big reduction. 

Mr. Lawron. In all of those cases you have to remember that the 
expenditures do not necessarily represent appropriations made in the 
same year. Expenditures come from carry-overs from existing author- 
ized funds. In the case of the Bureau of Reclamation, of the $265,- 
000,000 in 1952 expenditures, $90,000,000 comes from funds which 
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have already been appropriated by the Congress and will pay for 
work that has been under contract this year and last vear. To make 
contracts first requires the authorization. The agency pays the 
contractor on his earnings later. When the earnings are actually 
accomplished, then the agency pays the bill and that becomes an 
expenditure. 

Mr. Kean. The chairman was asking you about cars and how 
many chauffeurs are provided by the Federal Government. How 
many cars are there for which chauffeurs are provided, employees 
who go out and drive the cars because the gentleman who may be in 
the car does not drive the car? 

Mr. Lawron. I will try to get that figure for vou. It is not nearly 
100 percent. A great many of those cars are used by law-enforce- 
ment agents. Some of them are to get Civil Aeronautics inspectors 
around to various airports. The great bulk of the cars are driven by 
employees themselves who are engaged in a particular activity. As 
to the number of chauffeur-driven cars, 1 will have to get that infor- 
mation. Ido not have it with me. 

Mr. Kean. 1 would like to have vou supply that if it does not take 
up too much of your valuable time. 

Mr. Lawron. Very well. 

(The information requested follows: ) 


FEDERAL EMPLOYEES ENGAGED IN THE DRIVING OF GOVERNMENT Cars 


The following is a list, by ageney, of the number of personnel, both civilian 
and military, employed by the Federal Government in the metropolitan area of 
the District of Columbia for the purpose of driving passenger cars. It is not 
restricted to uniformed personnel acting as personal chauffeurs, but covers all 
employees whose major function is the driving of cars on general Government 
business. In addition to including full-time personnel the list also includes part- 
time drivers who spend a portion of their time on messenger or other duty. 


Number Number 
Civil Mili Civil Mili- 
tary an tary 
Execucive Office of the President Independent offices— Continued 
White House 4 Ottice of the Housing Ex- 
Bureau of the Budget } pediter ] 
Council of Economic Advis- Reconstruction Finance Cor- 
ers 1 poration 
National Security Council l Selective Service System 
National Security Resourees Smithsonian (National Gal- 
Board 2 lery of Art 2 
Independent offices Veterans’ Administration s 
Atomic Energy Commission 8 Housing and Home Finance 
Civil Service Commissior 3 Agency i) 
Defense Transport Admiis- Federal Security Agency 26 
tration l General Services Administra 
Displaced Persons Commis- tion 23 
sion 1 Departments 
Economic Siabilization Avriculture 7 
Agency 8 Commerce 26 
Federal Civil Defense Ad- Defense 
ministration 3 Military functions 7219 S11 
Export-Import Bank of Civil functions 23 
Washington 1 Interior 5 
Federal Mediation and Con- Justice 19 
ciliation Service 1 Labor 6 
Federal Power Commission 1 Post Office 2 
Federal Trade Commission 1 State 15 
National Advisory Commit- Preasury 7 1 
tee for Aeronautics B tea ; 
National Labor Relations Total 7 146 12 
Board 1 


Covers Washington area and nearby installations including Forts Belvoir and Myer, Arlington Farms, 
ind Andrews and Bolling Fields 
Includes 16 for Economic Cooperation Administration. 
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Mr. Kean. I noticed that you have increased the budget for social 
welfare, social security, from a billion dollars in 1946 to 2.6 billion 
dollars, or an increase of 1.6 billion dollars. 

lL understood from your statement that that is largely due to the 
requirements of legislation passed by the Congress. It is true this 
last vear we passed a social-security bill and added a fourth-category 
payment for dependents. But the estimate in the report which we 
have here as to all additional expenditures which might have been 
required last vear from this new bill amount to about $200,000,000. 

Then I also recall that there were some changes made in the old- 
age-assistance program 2 or 3 vears ago, by which we provided a 
bigger Federal proportion, but the total of the old-age-assistance pro- 
gram as of last year was only $114,000,000, I can see where there 
might have been around $400,000,000 in there that is absolutely in 
accordance with what Congress has legislated and which | think 
Congress should have done, because | am very much in favor of it; 
But why the jump from 1 billion dollars to 2.6 billion dollars? 

Mr. Lawton. To which period are vou referring? 

Mr. Kean. From 1946. 

Mr. Lawron. In 1946 the public-assistance program was $430,- 
000.000, 

Mr. Kean. Against a billion dollars. [ can tell vou where I get 
those figures 

Mr. Lawron. I ean’ give the categories showing where public assist- 
ance went up from $430,000,000 to $1,302,000,000, estimated for 1952. 

Mr. Kean. And that is all in assistanee—that was 1.3_ billion 
dollars? 

Mr. Lawron. 1.3 billion dollars. 

Mr. Kean. That is only half of your request in the budget. What 
is the other half? 

Mir. Lawron. Railroad retirement went up from $317,000,000 to 
$653 ,000,000. 

Mr. Kean. What is the explanation? 

Mir. Lawron. That is based on tax collections. 

Nir. Kean. Yes; that is correct. 

Mir. Lawron. Collection of taxes that goes into the fund. 

Mir. Kean. That is right. 

\Ir. Lawron. Puble health program, from S1L73.000.000 to S380,- 
000,000—-this results largely from new programs. 

Mir. Kean. That ts one of the programs for research. Tam in favor 
of that, and I do not think that ought to be reduced even at this time 

Mir. Lawron. Employees compensation has gone from $18,000,000 
to 8335 000,000, 

Longshoremen and harbor workers compensation, FBL and other 
enforcement agencies connected with crime control, has gone from 
73 to 106 million dollars. 

Mr. Kean. Does that fall under social security? 

Mr. Lawron, It is in the security category; ves. Those you will 
find in the crime control 

Mr. Kean. That gives me a rough estimate. 

Then there is an increase of $400,000,000 in education and general 
research, ‘This is chiefly covered by the President’s recommendation 
of $300,000,000 for atd to education? 

Mr. Lawton. That is correct, 
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Mr. Kean. Agriculture and agricultural resources, I see, is doubled. 
It was $700,000,000 in 1946, and you now have an estimate of 1.4 
billion dollars, that is doubled since 1946. 

Mr. Lawron. The REA has gone up about $200,000,000 in that 
period. Price support has gone up about $50,000,000, The financing 
of farm ownership and loans to farmers—that operation has gone up 
about $400,000,000. It represented a credit of $252,000,000 in 1946, 
and an expenditure of $141,000,000 now. 

Mr. Kean. Not coming from a rural area REA would look to me 
like it might be one of those things where the objective, of course, is 
fine but in time of emergency might be very substantially reduced, 
As I say, I do not come from a rural area, and I do not know. 

Mr. Lawron. We recommend a $270,000,000 reduction in that 
authorization for next vear, but it will not affect expenditures in 1952, 
Those are largely from carry-over funds, 

Mr. Kran. I do not want to take up too much time, but I notice 
that national resources is $300,000,000 in 1946, and goes up to 1.2 
billion dollars. 

Transportation and communication was $400,000,000, and now is 
up to 1.1 billion dollars, 

Finance, $100,000,000 is now up to 1.5 billion dollars. 

General Government, $1,000,000,000 and is now up to 1.3. billion 
dollars. 

That was only 5 or 6 vears ago. I know that the Congress has 
increased salaries, which takes care of some of that, but it seems to 
me that when we are facing a tremendous emergency, and when we 
are asking the taxpayers to make a sacrifice, whether it requires action 
by the Congress or whether it requires some action by the President, 
it is too much to have an increase in these items which are not military 
items, from 3.6 billion dollars in 1946 to 9S billion dollars now. It 
would certainly seem that something could be done to cut down 
substantially, and | think with proper cooperation of everybody it can 
be done. 

Mr. Lawvon. I might mention just two points. Natural Resources 
includes atomic energy in the category. 

Mr. Kean. You should not cut that down. 

Mr. Lawron. It was not there in 1946 at all. It was in the Mili- 
tary Establishment. It is $1,277,000,000 in this category, With 
respect to the increase under finance, $1,100,000,000 of that is expan- 
sion of defense production loans which was voted in the Defense 
Production Act ana S500 000 000 of it is for price control and eco- 
nomic stabilization, also voted in the Defense Production Act. So, 
$1,400,000,000 of that figure came from an act which Congress passed 
last fall. Congress authorized $2,000,000,000 for loans for the expan- 
sion of production and for procurement of materials. 

Mr. Kean. Those were loans to industry? 

Mr. Lawron. Loans and procurement, both, 

Mr. Kean. It was a loan, though, it had to go in the budget now, 
and it will come back some day? 

Mr. LAwron. | would hope So. 

Mr. Kean. But you do have to put it in the budget? 

Mr. Lawron. It has to go in there because it is a cash outgo this 
year. 

Mr. Kean. That is all I have, Mr. Chairman. 
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The Cuarrman. Mr. Granger? 

Mr. GranGer. | see in the budget you have an item there of 
$380,000,000 for price support on farm commodities. Do you antici- 
pate that in time of great expansion, all commodities being relatively 
high, we are going to have to support prices during this time? They 
went into effect as the result of the Steagall amendment after the war 
was over and we did not have any price support during the time of 
the war. Do you think we will need that much money to support 
prices? 

Mr. Lawron. In some commodities you will receive a net income. 
In others, there will be a net outgo. 

The largest single item in the total is price support for wheat, 
which is supported at 90 percent of parity. That is $254,000,000. 

There will be an amount of about $40,000,000 for cotton ; $50,000,000 
for milk and butterfat. There will be an income from sale of corn 
of $102,000,000. That is a reduction of inventory. On eggs there 
will be an income of $25,000,000; on flaxseed, an income of $8,000,000; 
linseed oil, $51,000,000 income; sorghum, $2,000,000 income; and on 
various other products there will be an outgo of $5,000,000. 

Provision and maintenance of grain-storage facilities 1s $26,000,000, 
On the other operating programs, a net of $58,000,000 expenditure. 

Mr. Grancer. What is the total? 

Mr. Lawron. $253,000,000. 

Mr. Granger. Now, | read in the papers that we are going to 
have another dividend to veterans. Is that an obligation that must 
be paid in cash at this time? 

Mr. Lawton. Unless Congress would otherwise legislate, it ts. 
lt represents the dividends that are due the veteran because of the 
excess of premium collections over the determined liability against 
those collections. The premium collections are based on the old 
mortality tables which have been in existence for some time. That 
is the reason dividends are being paid on Government insurance, 
similar to the practice followed by many private insurance companies. 

Mr. Grancer. | have heard a lot of speeches and heard it preached 
and denied that there is money in this budget for so-called socialized 
medicine. Will vou indicate where there is money for that purpose? 

Mr. Lawron. There is provision in this budget for the medical 
insurance program which has been recommended by the President 
before and is again recommended. It is based on a payroll tax which 
would bring in $275,000,000. The expenditures against that would 
be $35,000,000, or a net intake of $240,000,000 in the vear 19652. 
That is an excess of income. I[t is a trust fund item based on payroll 
tax and is not a budget expenditure or receipt, 

Mr. Grancer. There has been no such legislation passed, further- 
more, it is to promote the health of our people, and is not socialized 
medicine, in any sense of the word. 

Mr. Lawron. That is correct, it Is a proposal that the President 
has made. 

Mr. Grancer. Thank you. 

That is all, Mr. Chairman. 

The Cuairman. Mr. Mason? 

Mr. Mason. Mr. Lawton, I would not have your job if it were 
handed to me on a silver platter, and you have my sympathy. 
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Now, with that preface I want to follow up a question or so that 
Mr. Simpson and Mr. Kean asked as to your relation or liaison with 
the Treasury Department and the tax program. 

Supposing this $71,000,000,000 budget had come to you in the 
shape of $100,000,000,000 and you just could not figure out where 
you could cut it and you knew that you were going to be $30,000,000,- 
000 or $40,000,000,000 in the red, what would you have done? Would 
you have gone to the Treasury Department and said, “Here, this is 
unbalanced to the tune of $30,000,000,000 or $40,000,000,000; can 
you raise that amount in the taxes extra to balance this budget?” 
Or would you just say that is their problem? 

I want to know what is the relationship between the tax-collecting 
and the tax-spending departments of the Government. 

Mr. Lawron. The relationship is that the Treasury Department, 
based on information which we ean furnish as to probable required 
expenditures, prepares at the direction of the President, a program 
for meeting those expenditures if it is in the form of taxation. 

Mr. Mason. Now, that is exactly what I want to get at. The 
expenditure program is gone over, rgvised, and fixed up by your 
Department and you have decided that these expenditures are legiti- 
mate under the law, and so forth. Then the ‘Treasury Department is 
up against the problem of raising the funds necessary or otherwise 
go into a deficit-spending program. ‘That is, it starts with your 
expenditures before they are referred to them. I was wondering if 
perhaps it could not start on the other foot, and the total amount that 
can be raised should be the guiding influence in the total amount that 
we could expend. 

Mr. Lawron. The first step, of course, is that we know what 
revenues will come from existing rates. We then examine the bud- 
getary programs and requirements of the various agencies. If they 
are m excess of the amount of revenue and the President makes the 
decision that he wants to go on a pay-as-you-go basis, he asks the 
‘Treasury to prepare a revenue program. 

Mr. Mason. Now, then, I really want to get down to brass tacks. 
In the last analysis, the Congress has the control of the Federal purse 
strings and it is responsible itself for holding them tightly or loosening 
them; is that not so? 

Mr. Lawron. That is correct. 

Mr. Mason. Now, are not practically all of the increases in_ the 
budget that have taken place in the last 15 or 20 years the result of 
congressional action and therefore it is the Congress that should feel 
responsible for those great expenditures? 

Mr. Lawron. The Congress, of course, has had to appropriate 
money. No other body, no one else, can do that. That is a con- 
stitutional function that only the Congress can perform. 

The Congress also is the legislative body which establishes the 
functions for which these budget estimates provide the information 
as to the amount necessary to carry them out. Congress has the 
disposal of those budget estimates and can decide whether or not they 
want the functions carried out and at what level. 

Mr. Mason. Now, then, I want to ask vou a very touchy question. 
You do not have to answer it if vou do not want to, if it will embarrass 


you. In the last 20 years, do vou not think that the Congress has 
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been rather overgenerous and careless in its authorizations and its 
appropriations because of what they call future expenditures, and 
would vou not like to sit in judgment on the Congress? I feel that it 
has, myself. 

Mr. Lawron. There is a great deal of difference of opinion, I think, 
because a great many of the projects that these budgetary requests 
represent have been voted by the Congress, some of them on ve ry 
close votes and some of them for which the overwhelming m: jority 
voted. After all, it is the judgment of the representatives of the 
people. Presumably they represent the will of the people when they 
enact this legislation. It may change from time to time, but it is a 
process that L certainly would not want to see changed. 

Mr. Mason. If Congress has the will to do so, which I do not 
think it has, Congress can reduce this $71,000,000,000 budget by 
$33.000,000,000,  $4,000,000,000, $6,000,000,000, $8.000,000.000. or 
$10,000,000,000. It can do it if it has the will to do it, can it not? 
lt has the power. 

Mr. LAwtTon. Yes, it does. 

Mr. Mason. Now, do you have anything to say or anything to do 
in the establishment of the policies that require future expenditures? 
Does your Department have anything to do in establishing or 
adopting the general policies which require future expenditures? The 
Congress makes laws which require future expenditures, authorizations 
that require future expenditures, the President recommends certain 
new things that will require future expenditures. But what is your 
part in that process? 

Mr. Lawron. As part of the President’s staff, we may make 
analyses and surveys on particular items of legislation so that he can 
formulate his recommendation. We do indicate whether or not that 
legislation is in agreement with, or in disagreement with, the 
President's program. As to the specific items that are in the budget 
and their annual rate of expenditure, we examine those to the extent 
that they can be examined. 

In the other kinds of expenditures, we do make an analysis and 
recommendations as to how much should be included in the budget for 
certain purposes, 

To the extent of deciding whether a function is to be performed or 
not, that is the function of Congress and not of us. 

Mir. Mason. Then, in reality, sir, the Bureau of the Budget simply 
isa Man Friday to carry out the policies adopted by the Congress or 
to carry out the recommendations of the President and all you do is 
show how much they will cost, and so forth and so on. If they want 
to do it, vou have no way of stopping it, have you? 

Mr. Lawron. Not if it is an authorization for legislation already 
enacted, 

Mr. Mason. | studied surveying once upon a time and [ learned 
that an important part of surveying was to take a back view in 
projecting the line forward. Every once ina while we check the back 
view with the instrument. Perhaps we ought to take a back view 
now before we project a line of expenditures forward. 

Let us see what the back view shows, if | can think of them. Going 
back to 1940, we had 4,000,000 taxpayers paying taxes. Today we 
we have 52,000,000 or 53,000,000 that file income tax returns. In 
1940 a married couple without children had $2,500 exemption; they 
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have $1,200 now. In 1940, the lowest tax group paid 4 percent; they 
pay 20 percent now. In 1940, the highest tax the corporation paid was 
19 percent; now they pay 47 percent, and on top of that the excess 
profits tax. In 1940, we took in for tax purposes $4,000,000,000 ; today 
we are expecting to collect from $52,000,000,000 to $55,000,000,000. 

That gives a picture of the last 10 years. Now, if we take that as 
a basis for projecting ourselves into the next 10 years, where in the 
world are we going to land and how much further can we add burdens 
on the backs of the taxpayers? That is a proposition that 1 am 
wondering about and | am wondering if we have not overextended or 
will very soon overextend ourselves in very many fields. 

Take, for instance, the defense spending. We are proposing to spend 
approximately $50,000,000,000. Why, that is four times as much as 
all the other Atlantic Pact nations put together are going to spend. 
Now maybe we are extending ourselves too far in that direction. 

All the other Atlantic Pact countries put together only expect to 
spend 11.7 billion dollars whereas we expect to spend 50 billion. 
England expects to spend 6.3 billion; France, 2.4 billion; Canada, 
1.4 billion; and all the other countries in the Atlantic Pact group 
expect to spend just one-sixth, all put together, which makes a total 
of 11.7 billion dollars. 

Perhaps we ought to take a second look at this sacrosanct national 
defense program. [am beginning to wonder about that. 

Then there is the foreign-aid program. We are going to hand out 
7's billion dollars. Can that be cut? Should it be eut? They do 
not owe more than half the debt we owe per capita and vet we are 
going to hand it out to them. 

I am wondering if that could not be cut. 

Then on welfare and health aid and on these agricultural subsidies 
we ought to take a second look at them. 

TL have a little item which says under the farm price-support program 
the Government lost $91,600,000 on 40 food commodities in the first 
5 months of this fiseal vear, $91,600,000 loss on farm subsidies in the 
first 5 months of this fiscal vear Maybe we ought to take a second 
look at these things. 

Now, | am not blaming vou. I am just trying to point out the 
picture as a whole with which vou have nothing to do, but carry out 
the policies adopted by the Congress. And | blame Congress very 
much for a lot of the troubles that we have gotten into on account of 
these financial things and for the amount of taxes that we are sup- 
posedly forced to levy. That is all. 

Mr. Harrison. You are supposed to answer that “ Yes” or “No,” 
you understand. 

Mr. Mason. No, sir; he ts not supposed to answer that. I have 
absolved him from answering that question. 

Mr. Harrison. Mr. Lawton, how many agencies are there in the 
executive department of the United States? 

Mr. Lawron. There are about 60 major agencies and groups. 

Mr. Harrison. Sixty major agencies? 

Mr. Lawron. That ts if vou include departments as agencies. 

Mr. Harrison. How many are there, including all the bureaus 
and separate entities; about 2,200 or 2,300? 

Mr. Lawron. It depends on how you want to divide them. You 
can make it almost any figure you want by dividing it into groups 
and units. 
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Mr. Harrison. The Hoover Commission was unable to agree. 

Mr. Lawton. That is correct. 

Mr. Harrison. But it seems to be generally agreed that there are 
some 2,000 separate agencies in one category or another. 

Mr. Lawron. I think an Expenditures Committee report included 
at one time 1,800. It depends on how you want to count them. 

Mr. Harrison. Can you tell me how many persons the executive 
departments in the Government employ? 

Mr. Lawron. Currently, 2,180,000, I believe. 

Mr. Harrison. How much does the Government pay them for 
their services? 

Mr. Lawron. It would be about $7,500,000,000; between 7 and 7% 
billion dollars. 

Mr. Harrison. Now, Mr. Director, in those 1,800 agencies or how 
many of them there may be, is there any bureau of the Government 
or any agency of the Government that studies the set-up to see 
whether or not more persons are employed than are necessary for the 
economical operation of that ageney? 

Mr. Lawron. The agencies in a good many instances have groups 
of their own whose function it is to do that within the department. 
The Department of Defense, for example, brings in outside consultants 
as well, 

We do it in connection with the submission of budget estimates and 
particularly as to those groups of employees involved in similar types 
of activities where we have established specific and definite standards 
or stafling ratios. 

For example, in the Post Office Department, we will examine into 
the production rates and if the work load is going down we will insist 
that the money be curtailed and that reserves be set up. If the load 
is going up, however, we will try to keep the increase in personnel 
down to a minimum. 

Mr. Ilarrtson. The total figure of Government employees in- 
cludes all departments, including the post-office employees? 

Mr. Lawron. That is right. 

Mr. Harrison. Now, Mr. Director, you list three different manners 
in which investigation is made into the operation of those bureaus to 
determine whether or not there are too many employees. One of 
them is the agencies themselves, another is outside consultants brought 
in by the agencies, and a third is your Bureau. Is that correct? 

Mr. Lawron. Of course, there are congressional committees tha} 
do the same thing. 

Mr. Harrison. A congressional committee is not equipped to do it. 

Mr. Lawron. They have hired staff investigators to go out into the 
agencies. The Williams subcommittee has done that. 

Mr. Harrison. To make spot checks? 

Mr. Lawron. Yes. 

Mr. Harrison. The Williams subcommittee has submitted a very 
interesting report, has it not, in which it says that there is great 
extravagance in the employment of Government employees, a great 
many unnecessary employees. 

Mr. Lawron. In some spots, ves, it has made that statement. 

Mr. Harrison. Of course, a congressional committee could not do it. 
If a committee could examine an ageney a day, which would be 
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impossible for them to determine its functions, it would take them 3 
years to get around to it. 

Now, so far as any investigation along that line by the agency itself 
is concerned, there are very few agencies that ever determine that it 
has too many employees. Is that true? 

Mr. Lawron. There are a few, but some of them have. 

Mr. Harrison. The Comptroller General and who else? 

Mr. Lawron. The Veterans’ Administrator determined that the 
other day with respect to certain of his functions. 

Mr. Harrison. That was after they had been notified that their 
appropriations were going to be cut, was it not? 

Mr. Lawron. It was a program that was initiated in the fall. 
The discussions were held then originally. We did reduce the 
appropriation; yes. 

Mr. Harrison. After every office is closed, the Veterans’ Adminis- 
tration says, ‘We have to close this office on account of Congress.” 

Mr. Lawron. I think if vou will read that carefully, it was on 
account of budgetary limitations. 

Mr. Hanrnison. Can the Congress increase the budgetary limita- 
tions? 

Mr. Lawron. They can if they want to open those offices again. 

Mr. Harrison. To what extent do they employ outside consul- 
ants and what outside consultants have they employed? 

Mr. Lawron. Recently the Veterans’ Administration has em- 
ploved a firm by the name of Booz, Allen & Hamilton, which is 
making a survey of its operations. The Department of Defense in 
several branches utilized Heller Associates. There is a current study 
going on in the Labor Department. There is one under contemplation 
in the Civil Aeronautics Board. These are all with outside con- 
sultant groups or management engineering firms. 

Mr. Harrison. Those reports are submitted to the individual 
agency? 

Mr. Lawron. We get a copy of them. 

Mr. Harrison. You get a copy of them? 

Mr. Lawron. Yes. 

Mr. Harrison. Your investigations consist of spot checking, too, 
do they not, so to speak? 

Mr. Lawron. Generally, they are pretty much of a spot-checking 
operation on individual agencies, as far as personnel utilization is 
concerned. It necessarily has to be. 

Mr. Harrison. Would you recommend that the Congress extend 
such activities as have been carried on by the Williams subcommittee 
to more elaborately study the number of Government employees? 

Mr. Lawron. I think that if the Congress has a definite feeling 
that there are too many employees or that there is inefficiency, it 
certainly should take whatever steps it can to inform itself. 

Mr. Harrison. | personally have that feeling. Do you? 

Mr. Lawron. Yes. I do pot think Congress should deny itself 
information because that is the whole basis on which it should act on 
legislation and appropriations. 

Mr. Harrison. | think maybe you misunderstood my question. 

I said I had a feeling that there were too may employees and that 
there was inefficiency, and | asked, did you? You answered ‘Yes.” 
Was that correct? 
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Mr. Lawron. No; I did not answer “Yes” to that question. I 
thought vou asked me whether Congress should do that or not. 

Mr. Harrison. That is the reason why I am asking the question 
again. Do you think that if the Congress did do that, it would result 
in any substantial saving of money? 

Mr. Lawron. I would not think it would be too substantial; no. 

Mr. Harrison. Would it be some? 

Mr. Lawron. Very likely. Any thorough examination that is 
made can usually result in some saving if you can afford to spend the 
time to do it. It is a question of whether you reach the point of 
diminishing returns or not, but | would be the last one to say that 
every employee of the Government is 100 percent occupied and 100 
pereent eflictent in his job. That is true anywhere. It is true in 
industry, it is true in private business, and it is true in public business. 

Mr. Harrtson. Do you not think it is especially true in 
the Government? 

Mr. Lawron. No; I do not. 

Mr. Harrison. You do not? 

Mr. Lawron. No. 

Mr. Harrison. Now, Mr. Director, you testified this morning that 
the recommendations on power projects were based on studies to show 
that power projects were needed to be put into effect. Whose studies 
are those, the Department of the Interior or the Army Corps of Engi- 
neers or both? 

Mr. Lawron. They were made by the National Security Resources 
Board, the Budget, the Federal Power Commission, with some partici- 
pation from the agencies, but primarily it was the result of the studies 
made by those three groups. 

Mr. Harrison. Of course, the reason that vou recommend that a 
good many of the power projects included in this year’s budget not be 
discontinued is because they have reached such a point in their de- 
velopment it would be an economic waste to stop them at this time. 

Mr. Lawron. No: I said that was true of a good many projects in 
the budget. On the power projects, | indicated that a large majority 
of the projects which we were continuing had power implications and 
that some of them were near completion, but that was not the reason 
we recommended the continuation of a good many power projects or 
the starting of some new ones. In those cases we felt there was the 
need and the demand for power in order to meet this defense produc- 
tion load 

As to some of the other projects which are nonpower projects, 
there are a great many of those that are near completion and you would 
have an economic waste if you stopped them now. One | cited was 
the Chain of Locks project on the Mississippi river on which 
$33,000,000 has been spent and there ts $5,000,000 in this budget to 
complete it. 

Mr. Harrison. Of course, if Congress wants to reduce expenditures 
on that, the way to do it is not to start the project; is that correct? 

Mr. Lawvron. That is correct. 

Mr. Harrison. For instance, on this St. Lawrence project there is 
an item in this budget for $20,000,000. What will be the total cost 
of that? 

Mr. Lawvon. It is about 3580,000,000, I believe. 
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Mr. Harrison. The same is true for the item of Federal aid to 
education, is it not? 

Mr. Lawron. It is new. 

Mr. Harrison. It starts out with $300,000,000. The answer is 
always true of these projects, they always increase each vear? 

Mr. Lawron. ‘That will depend on whatever authorization Con- 
gress writes into it. ‘The proposal is that it be $300,000,000 annually. 

Mr. Harrison. The fact is that you start with a pretty modest 
figure and every vear it goes up vear after vear. 

Mr. Lawron. There have been considerable increases in a number 
of those. 

Mr. Harrison. Would you recommend any change in the Federal 
Government's procurement policv? Would you recommend one 
procurement agency? Would that save any money? 

Mr. Lawron. I do not believe that one procurement agency would 
save money. In a program of this sort, I think you have to decen- 
tralize procurement in order to accomplish your objectives. In other 
words, if the military services had one procurement agency, I think it 
would seriously delay procurement. You can get one procurement 
poliey through one ageney which establishes general policies, but you 
cannot require all contracts, all procurement, and all purchases to be 
funneled through one spot. If vou did, you would never get them. 

Mr. Harrison. It would become a bottleneck? 

Mr. Lawvron. Yes. 

Mr. Harrison. Do the procuring agencies compete Ww ith each other 
and force up the pric es of products they are buying? 

Mr. Lawron. There have been some instances, | suppose, of that. 
It may happen. But I do not believe it is substantially true, because 
in technical subjects the military may utilize one bureau to procure 
one type of equipment, and another bureau to procure another type 
of equipment, for all three services. They do not funnel all requisi- 
tions into one procurement ageney for everything. The Signal Corps 
will procure electronic equipment for the Navy as well as for the Army, 
for example. 

Mr. Harrison. You cannot suggest any improvement in the 
method of procurement in the interest of eliminating competition 
among the agencies and the effect of that on the over-all prices paid 
by the Government for supplies? 

Mr. Lawron. [ think the Munitions Board is attempting to do as 
much of that as ean be done. I think perhaps they could strengthen 
or extend their efforts in that respeet, but 1 do think it is that type 
of ageney that ought to continually look at procurement policy, and 
for two purposes: (1) to break bottlenecks, and (2) to insure that there 
is no internal competition for the same goods. 

Mr. Harrison. Of course, these automobiles that we have heard 
so much about today are allocated to the respective agencies to which 
they are assigned. I mean the cost of operating them and the cost 
of procurement. 

Mr. Lawron. The cost of operation is paid by the ageney that owns 
the car. The cost of procurement, of course, is an appropriated item 
specifically authorized in the appropriation for that ageney. 

Mr. Harrison. For instance, that is one expense that might be 
reduced some. For instance, the cost of operating the automobiles 
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in the Department of Defense is under the military’s $40,000,000,000 
request for military appropriations? 

Mr. Lawron. That is right. 

Mr. Harrison. It does show the necessity of some examination 
into that one small item of expenditures for the military; does it not? 
What I am trying to get at is the fact that we recognize the necessity 
of military expenditures but that does not mean there is less necessity 
to prevent waste by a military department in making those expendi- 
tures. 

Mr. Lawron. That is correct. There is more reason for examining 
it in a budget of this size. 

Mr. Harrison. That is part of your duties. 

Could I say this one thing? I want to say, Mr. Director, that it is 
perfectly obvious from your testimony here as to your capacity and 
diligence in your position. It is perfectly obvious to me, and Iwant 
to commend you on your industry and for the knowledge you have 
supplied here. 

I do agree with the chairman that the expenditures of the Federal 
Goverament are too high, disgracefully high, aod they should be sub- 
stantially reduced. 

I want to commend you on the manner in which you are perform- 
ing vour duties. 

That is all, Mr. Chairman. 

Mr. Curtis. I would like to ask one or two questions. The real 
key to cutting down the cost of the Government of the United States 
rests with the matter of authorizations; is that right? 

Mr. Lawron. Basically, that is true. 

Mr. Curtis. The notion that sometimes prevails in some Govern- 
ment circles, “Well, this is just an authorization; we do not need 
money now,” can lead and does lead to a very gigantic expenditure 
months later. 

Mr. Lawron. It may lead to it. It certainly leads to the pressure 
for it. I think that is particularly true in the public-works field, as I 
can well testify. 

Mr. Curtis. Is it not true that in cutting down the size of the 
Federal Government you can go so far, even if you reach the ideal of 
efficiency and lack of waste, but you come back to the question of 
eliminating established and operating functions of the Government; 
is that right? 

Mr. Lawron. If you want to make a substantial saving of the type 
that has been discussed here today, ves. 

Mr. Curtis. In other words, it is a problem upon which the atten- 
tion of the Congress and the country must be focused: first, the neces- 
sity for going slowly on new authorizations, and, secondly, deciding 
what existing Federal functions ought to be discontinued; is that right? 

Mr. Lawron. That is right if you want to make a substantial and 
permanent reduction, 

Mr. Curtis. And it calls for a review of the entire scope of the 
Federal Government in deciding which of those functions could be 
more economically handled at the State level; is that right? 

Mr. Lawron. That is one factor, of course. 

Mr. Curtis. Now, is it not true that, in all of these matching pro- 
grams with the States, most of them started out on a rather modest 
basis? 
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Mr. Lawron. They have started out on various bases. Some of 
them have started very small and grown large. Some of them 
started with fairly substantial amounts. Economic conditions gen- 
erally have affected the size of those programs. As the States took 
more taxes, they increased benefit ratios, and the Government has 
had to match those increased benefits. In other areas, there has 
been a demand for a wider spread of certain types of matching fune- 
tions. The road program, for example, a good many years ago was 
considerably less than it is today. 

Mr. Curtis. | was impressed with the statement in your paper 
that these expenditures cannot be turned off and on like a spigot. 
In other words, when this new Congress met in January the previous 
Congress had committed a good portion of the appropriations they 
must make; is that right? 

Mr. Lawron. They committed a good part of the expenditures 
that are in this budget; and, of course, they have committed a good 
part of the appropriations that would be made unless the functions 
were eliminated. 

Mr. Curtis. Now, in recent years, you have taken on some new 
functions. J have in mind the Federal hospital program. I did not 
support it because I do not believe in enlarging the Federal Govern- 
ment. Do you know offhand how much that cost the first year and 
how much that is going to cost us this vear? 

Mr. Lawron. The original authorization was $75,000,000. The 
current authorization in the law is $150,000,000. We have recom- 
mended an appropriation of $75,000,000, which is half of the authori- 
zation. The expenditure is $122,000,000 in here for that purpose. 

Mr. Curtis. | think the people back home in observing the opera- 
tions of the Federal Government and even in observing the operations 
of the very necessary functions of the Federal Government see a lot 
of waste and they see a lot of expenditures where a dollar’s worth of 
service is not returned. I am definitely in sympathy with them. I 
do not want anything I have said here, especially to you, to indicate 
that I do not think that the Congress should bend every effort to 
reduce every dollar that they can and to eliminate every expenditure 
and cut here and cut there, but I did want to point up the fact that 
the American people are going to have to decide where and how to 
reduce the size of their Government and call for the repeal of certain 
authorizations. 

Mr. Boaes. Mr. Lawton, out of your total budget for fiscal 1952, 
what percentage of that is defense items? 

Mr. Lawron. The major defense items are about 68 percent. 
That includes international security and the MDAP program, as 
well as our own military services. 

Mr. Boaes. That is 68 percent. Does that include the Atomic 
Energy program? 

Mr. Lawton. No; it does not. 

Mr. Boaas. Does it include any of the cost of past wars, such as 
interest on the national debt? 

Mr. Lawton. It does not. 

Mr. Bocas. Does it include veterans’ benefits? 

Mr. Lawron. No, sir. 

Mr. Boaes. How much are they? 

Mr. Lawron. The two of them together, $11,000,000,000, 





228 REVENUE REVISION OF 1951 

Mr. Boaes. If vou included those two items, what percentage would 
you have? 

Mr. Lawron. You would get about 83 percent, I think. 

Mr. Boces. That means the Navy, the Army, Air Force, veterans, 
interest. Now, is the Maritime Commission or merchant marine 
included in that figure? 

Mr. Lawron. No; they are not included in that. 

Mr. Boaces. Is “aid to aviation” and that sort of thing included? 

Mr. Lawron. Not aviation, no; just the two major security pro- 
grams—%military services and international security. 

Mr. Boces. That means, out of your entire budget, you have 14 
percent left for the Post Office, for Treasury, for civil functions of the 
Army, for public works, for highways, for all of these various grant- 
in-aid programs, for social security, for the Congress, and for the 
General Government; is that correct? 

Mr. Lawvron. For those programs, ves; you have about that. 

Mr. Boces. That would mean that if you cut out all of those 
agencies completely your reduction would be 14 percent; is that right? 

Mr. Lawron. Yes. 

Mr. Boces. Now, what is the value in terms of percentage of the 
dollar today as compared to, let us say, 1939, which was a prewar 
year? 

Mr. Lawron. I do not have a breakdown on that basis. I ean 
give you some comparative figures. Wholesale prices between 1942 
and today are up about 74 percent. Consumer prices from 1940 to 
date are up about the same. 

Mr. Boces. That means that everything that the Government has 
to purchase, just like any other consumer, has increased tremendously 
in price; is that correct? 

Mr. Lawvron. That is right. 

Mr. Bocos. What is it percentagewise? What will a dollar today 
buy as compared to the 1939 dollar? Is it worth 60 cents or 65 cents 
in terms of 1939? 

Mr. Lawron. I could not give you the exact figure on that from 
memory. I would want to check it. 

Mr. Boces. I have seen a lot of figures on it. I think the United 
States News carried a report not too long ago indicating it was 60 
cents, 62 cents, or maybe it was 65 cents. 

The point | am trying to bring out is this: Including in your caleu- 
lations the difference in dollar terms, what is the increase in your 
nondefense items, your 14 percent, if vou will? 

Mr. Lawvron. I would have to calculate that one, really, because 
there are so many different kinds of things that are involved in this, 
For instance, your farm price items, vour wheat agreement, things like 
that, are based on a different basis from the procurement of supplies, 
In the case of salaries, as this statement showed, the average salary 
of civilian employees has gone up about 78 percent. The average cost 
of a soldier has gone up considerably more than that. So, it is a figure 
on Which vou cannot generalize. You would have to apply it specifi- 
cally, because there are all kinds of programs involved. 

Mr. Boces. Let us take a specific case. Let us assume public 
works or flood control, something of that nature. Let us say Congress, 
in 1939, authorized a $1,000,000 project on the Missouri River, that a 
project was authorized after due study and investigation. If the 
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appropriation was passed by the Congress for that project authorized 
in 1939, it would actually cost considerably more than $1,000,000; 
would it not? 

Mr. Lawron. I can give you the figure for 1946. According to the 
Engineering News Record construction index, the increase in cost is 
53 percent between 1946 and 1950, and the 1946 cost was higher than 
the 1939 cost. 

Mr. Boges. Now, in your budget recommendations for the various 
fiseal years, or take 1949, what was the budget recommendation for 
fiscal 1949? Do you have that before you? 

Mr. Lawron. I have the actual expenditure figure, which was 
$40,000,000, 000. 

Mr. Boges. What was the budget? 

Mr. Lawron. I do not have that handy right here. It was over 
that figure. 

Mr. Boaes. Did the Congress appropriate more or less than the 
budget recommended? 

Mr. Lawron. | would have to check that to be sure. There have 
been quite a few vears in which Congress has appropriated more and 
there have been other years in which the budget requests were greater 
than the appropriations. But the difficulty with that kind of tabula- 
tion is illustrated by reductions made this year in veterans’ compensa- 
tion. The committee took a 10-percent slice out of the appropriation. 
They said: ‘This is a figure that is just an estimate anyway of what 
we are going to have to pay, so we are going to guess 10 percent less.”’ 
As a result, we are going to have to go back in for a supplemental 
appropriation of around $45,000,000 for that program. 

Now, when that is added up in the budget request, it will show the 
original request plus this $45,000,000 which is merely restoration of 
something that Congress took out. 

To get an actual analysis is rather a difficult thing but I can give 
vou a table if vou wish of the budget requests and the congressional 
action. However, it is a mixed proposition. 

Mr. Boges. Let me see if I can make myself a bit clearer. 

I think that the vast majority of the Members of Congress, regard- 
less of what side of the aisle they may sit on, are in favor of sound 
fiscal policies and are in favor ef economy in Government about which 
we hear so much. Many of those same members get tremendous 
pressure, For instance, Mr. Curtis here a moment ago referred to 
this hospital program. I remember that the Appropriations Com- 
mittee brought out a bill last year where $75,000,000 was carried for 
that item. An amendment was offered which increased it to $150,000,- 
000. That amendment was voted pretty heavily by the Congress, 
Several others were voted equally heavily. 

Now, would you mind answering this question: Do vou occasionally 
or frequently have calls from Members of Congress claiming that 
certain items vou may have recommended are inadequate? 

Mir. Lawron. Naturally, we do. In that particular case, by reason 
of the requirement that | reduce expenditures by $550,000,000, 1 cut 
that program back to $75,000,000. IT have had over 300 letters pro- 
testing that. 

Mr. Bogas. Is it unusual for vou to have a call from a member of 
our body or the other body saving that some particular item is 
inadequate? Is that unusual? 
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Mr. Lawron. No. Asa matter of fact, most of the correspondence 
that I get is in that direction rather than the other. 

Mr. Boaes. You mean increase? 

Mr. Lawron. Yes. 

Mr. Boces. Would you say that over a period of years there has 
been more pressure from Congress to reduce expenditures than to 
increase them? I am talking about the real pressure, now. I am not 
talking about speeches that are made on the floor or newspaper 
articles. I am talking about appropriations that are voted on and 
sent over to the White House. 

Mr. Lawron. Well, where I get it mostly is in the request to put 
things in the budget. 

Mr. Boaes. To put things in? 

Mr. Lawron. I do not have the tally on last fall but the year before 
last I had 200 such requests during Sepetmber to December. 

Mr. Bocas. From Members of Congress? 

Mr. Lawron. Yes. 

Mr. Bocas. How many? 

Mr. Lawron. Two hundred. 

Mr. Bocas. Two hundred? 

Mr. Lawron. From 200 Members, I mean. 

Mr. Boaes. From 200 Members of Congress to put various projects 
in? 

Mr. Lawron. Mostly public works projects. 

Mr. Boces. How much would th: at amount to in dollars and cents 
if‘vou approved all those programs? 

Mr. Lawron. I have not attempted to add that up. Some of them 
are pretty large. I have one now, a $190,000,000 project. 

Mr. Bocas. 1t would be a sizeable item, would it not? 

Mr. Lawton. Yes. 

Mr. Bocas. So that in your 14 percent you have tremendous pressure 
right there alone, do you not? 

Mr. Lawron. Yes. 

Mr. Boces. I bring that out, Mr. Chairman, to demonstrate the 
pressures under which the members themselves operate and to demon- 
strate further that even in this 14 cents out of every dollar, until the 
people who talk about economy really mean economy and mean it as 
applied to themselves and not to somebody else, there is tremendous 
pressure against reduction of expenditures. 

I remember sometime back I had a letter from a very good friend 
of mine in which he talked about nondefense spending. About a 
week later I had another letter from him advocating with all of the 
persuasiveness at his command that the Federal Government build 
large terminals all up and down the Mississippi and Missouri Rivers. 
I got the estimate on that and found it would cost $50,000,000. I 
wrote back and told him that he was proposing something quite ex- 
pensive in the face of the letter he wrote a few days before. He said, 
“Yes; but that is an essential expenditure.” 

That is all. 

Mr. Martin. In your statement to Mr. Reed, I believe you said 
you had a personnel force of 500 employees in the Bureau of the 
Budget. 

Mr. Lawron. Yes, sir. 
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Mr. Martin. And 475 of those are located here in the District? 

Mr. Lawton. Yes. 

Mr. Martin. Just for my information, are any of those employees 
in the top echelon policy-making or close advisory relationship to you 
as a Director? 

Mr. Lawron. Of course, there is an Assistant Director who is a 
Presidential appointee also, and then the other members of the staff 
are all civil-service employees. The question of policy is one that is 
generally determined by the Director and Assistant Director, as far 
as we make policy. Actually, our function is to work for the Presi- 
dent. The budget policy and the transmission of the budget is a 
function which, by law, is vested in the President and it is an executive 
budget in that sense of the word. 

Mr. Marri. You stated, I believe, that you have work groups 
assigned to a particular problem as it arises? 

Mr. Lawron. We have a number of branches or units in the Esti- 
mates Division, for example, to deal with agencies. We have one 
group that deals with the Defense Department. We have another 
group that deals with the general hospital program. We have another 
group that deals with the labor and Federal security field, another 
group that deals with agriculture, another with interior. The Esti- 
mates Division is divided on that sort of basis. There are about nine 
major groups and some of them cover two or three departments. 

Mr. Marrix. Do any members of one group serve on any other 
group? 

Mr. Lawron. No; they deal with the problems of those particular 
agencies and check, through the heads of the branches, anything that 
impinges on the work of any other group. Most of them have full 
time jobs in their own departments in the field. 

Mr. Martin. They tend to become experts in the field to which 
they are assigned? 

Mr. Lawron. Largely, or in the particular type of activity. We 
switch them around at various times from one group to another, 
depending on the necessities and needs of the groups. 

Mr. Marrix. Are the groups relatively uniform in size? 

Mr. Lawron. No; they vary in size, depending on the type of 
program. The largest group at the moment is the group that deals 
with the National Defense Establishment. 

Mr. Martin. How large is that? 

Mr. Lawron. About 25. 

Mr. Martin. How large are the others? 

Mr. Lawron. They vary from about seven or eight up to that 
figure. 

Mr. Marrin. Are the 25 members of the group dealing with national 
defense selected because of their experience in the national defense 
field to which they are assigned? 

Mr. Lawton. A great many of them are. A great many of them 
had active service during the last war in various branches of the 
military services. In the case of military construction, we have an 
engineer who spent considerable time on construction projects of the 
military, and had been in that work about 15 vears. 

Mr. Marrty. If it is not too much trouble, I would like to have a 
list of those in the defense group, national defense group, and their 
background. 
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Mr. Lawron. | think we supplied that to other committees pre- 
viously, and [ think we can bring that up to date very easily. 
(The information requested follows: ) 


BrocrapnicaL Dara, Bupcer EXAMINERS OF THE NATIONAL Securiry BRANCH, 
Estimates Division, BuREAU or THE BubGET 


Ramsey, G. Epwarp, Jr.: University of Texas, B.S. (civil engineering), 1926. 
Engineering and construction work, 1926-33; program control, expenditures and 
statistics, Publie Works Administration, 1933-40. Estimates Division, Bureau 
of the Budget, 1940, assignments: Monthly reporting system on National Defense 
programing and its operation; assistant to head, Group I (Office of Strategie 
Services); 1945, head of Group I (OSS, War Department); 1949, Chief, National 
Security Branch. 

Hevux, Howarp T.: University of Wisconsin, B. A., 1936; graduate study, 
University of Minnesota, 1936-37; National Institute of Public Affairs intern, 
1937-38; Bureau of the Budget represeutative selected for the National War 
College, 1948-49. Utilitv analvst, 1938-39, and personnel assistant, 1940 
Securities and Exchange Commission; district supervisor, Surplus Marketing 
Administration, Department of Agriculture, 1941-42; United States Army, 
Adjutant General of antiaircraft: and infantry training centers, 1942-46 (first 
lieutenant to lieutenant colonel). Estimates Division, Bureau of the Budget, 
1046, assignments: Surplus property disposal and RFC, SEC, FTC, FDIC; 
1049, Assistant Branch Chief, National Security Branch. 

Hour, Puiu C.: United States Naval Academy, B.5., 19835. Aide to Deputy 
Administrator, National Recovery Administration, 1933-34; wage and hour 
employment statisties, Coordinator for Industrial Recovery, 1935-36; adminis- 
trative and planning consultant for Social Security Board, 1936-40. © Administra- 
tive Management Division, Bureau of the Budget, 1940-42, administrative survey 
of maritime agencies. United States Navy, 1942-45, prepared joint Army- 
Navy-Coast Guard west coast defense plan, 1942; combat experience as planning 
officer, training officer, and control officer for amphibious landings, South Pacifie, 
1943-45 (final rank, commander). Estimates Division, Bureau of the Budget, 
1045, assignments: Navy Department; 1948, Assistant Branch Chief, National 
Security Branch. 

Per-Ler, Cuarres W.: William Jewell College; Princeton University, A. B., 
1925: Harvard University, M. B. A., 19387. Trainee and research assistant, 
Chase National Bank, New York, N. Y., 1987-40: United States Armv, 1940-46; 
Assisient Chief, Fiseal Division, Office of Quartermaster General (final rank; 
lientenant colonel); Estimates Division, Bureau of the Budget, 1946, assigumeits: 
War Department; 1949, Assistant Branch Chief, National Security Branch. 

Vearen, Eviis H.: Miami University, B. A., 1934 Case work for Federal 
Emergeney Relief Administration, Ohio, 1934 35; district supervisor of research 
and recorcs pre jects, Work Projects Admit istration, Ohio, 1935 1 analyst of 
field office procedures, Work Projects Administration, Washington, D. C., 
1040 41: Chief of Procedures and Distribution Section, Office of Civilian Defense, 

~” 


1041-42 estimates Division, Bureau of the Budget, 1942-43. United States 
Navy, 1943-45 (ieutenant aboard CVE). Budget analyst, Navy Department, 
1045. kstimates Division, Bureau of the Budget, 1945, assignments: Navy 
Department; 1947, Army Air Forces; 1948, Department of Defense, air and 
reseereh: 1949, Assistant Branch Chief, National Security Braneh 

Barrer, Coprerey E.: Williams Collewe, A. B., 1931; Harvard Business School, 


M. B. A., 1933: American Institute of Banking, 1937-40. Assistant to vice 
pre sident in cherge of investments, Lineoln-Allianece Bonk & Trust Co., 1935-41. 
United States Navy, 1941-46; Chief, Budget and Estimates Section, Bureau of 
Ordnance (ieutenant commander). Estimates Division, Bureau of the Budget, 
1046, assignments: Federal Public Housing Authority and National Capital Hous- 
ing Authority; 1948, Department of Defense, administrative and fiseal analysis. 

Eniswortru, Cuaries W.: University of Wisconsin, B. S. (civil engineering), 
1914. Highway engineer, division of highways, State of ILinois, 1914-17; Corps 
of Engineers, United States Army, 1917-19 (private to first lieutenant); construe- 
tion engineer, Elisworth & Keller, Chicago, Hil, 1928-59; budget examiner of 
public works and naval shore operations, Office of Budget and Reports, Navy 
Department, 1940-44. Estimates Division, Bureau of the Budget, 1944, assign- 
ments: Navy public works construction and maintenanee; 1947, Department of 
Defense, construction and maintenance of facilities. 
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Grorae, James T.: Amherst College, A. B., 1938; Graduate School of Arts and 
Sciences, Harvard University, 1939. Field staff member, Publie Administration 
Service, Boston, Mass., 1939; assistant to manager, field office, Bureau of Old Age 
and Survivors Insurance, Holyoke, Mass., 1939-40; analyst, Ordnance Depart- 
ment, War Department, 1940-41; economic analyst, Plant Site Board, War 
Production Board, 1941-42. United States Navy, 1942-46, Industrial Man- 
power Section, Office of the Secretary (ensign to lieutenant). Business specialist, 
Material Supplv Division, Office of the Housing Expediter, 1946-47. Estimates 
Division, Bureau of the Budget, 1947, assignment: Department of Defense, air 
programs, 

GREGERSON, Frev J.: University of Wisconsin, LL. B., 1934; Strayer College 
of Accounting, 1934-36. Fingerprint classifier, FBI, 1934-36; clerk, Division of 
Accounts, 1936, and examiner of judicial offices, 1936-44, Department of Justice. 
Estimates Division, Bureau of the Budget, 1944, assignments: Department of 
Justice and Judiciary; 1949, budget preparation and reports; 1950, Department 
of Defense, administrative and fiscal analysis. 

Hevenor, Herman P.: Philadelphia Art and Science School. Research (civil 
mechanical engineer), draftsman, William Wharton, Jr. Switch Co., Philadelphia, Pa., 
1905-6; assistant engineer, Brooklyn Rapid Transit Co., New York, N. Y., 1906-8; 
engineer in charge of special track work, Buda Co., Harvey, IIL, 1908-9; Kk. M. 
Fraser Construction Engineer, Yonkers, N. Y., 1909-10; chief draftsman, New 
York, New Haven & Hartford Railroad, New Haven, Conn., 1910-15; partner- 
and owner, Engel & Hevenor, contractors and engineers, 1915-22; consulting engineer, 
Dwight P. Robinson & Co., New York,N. Y., 1922; engineer, Fellheimer & Wagner, 
private consulting engineer, New York, N. Y., 1922-32; assistant director, Queens 
Community Projects, Gibson Committee, Long Island City, N. Y., 1932-33; 
engineer examiner, principal engineer, special representative of assistant admin- 
istrator, acting State director, and assistant State director, Chicago Subway 
Commission project engineer and commissioner, Washington National Airport, 
acting project engineer of Queens Midtown Tunnel, Public Works Administration, 
and Federal Works Administration, 1933-40, Washington, D. C. Bureau of the 
Budget, 1940, War Projects Unit (captured by Japanese on Wake Island, Decem- 
ber 23, 1941, while on official inspection of national defense projects and held in 
prison camp until rescued on September 8, 1945). Estimates Division, Bureau of 
the Budget, 1945, assignment: Department of Defense, construction and facilities. 

Leacn, Sanrorp B.: George Washington University; University of Richmond, 
1928-30; Georgetown University Law School, LL. B., 1937. Administration, St. 
Elizabeths Hospital, 1926-36; administration and management, Social Security 
Board, 1936-42; field management and regional representative, War Manpower 
Commission 142-46; field representative, United States Employment Service, 
Department of Labor, 1946-47. Estimates Division, Bureau of the Budget, 
1947, assignment: air maintenance and operation. 

Lewis, Aupen A.: Records division, police department, Wichita, NKans., 1929- 
39; police records and communications, police department survey, San Antonio, 
Tex., 1939-41; police records, communications, and police department survey, 
Houston, Tex., 141; chief of municipal police, Saginaw, Mich., 1941-45; United 
States Army, 1943-45, military government (captain). Estimates Division, 
jureaun of the Budget, 1948, assignments: Department of Defense, military 
pers ynnel 

MeCieviay, Joun L.: Ohio State University, B. C. E., 1922. Engineering, 
estimating, and designing with construction companies, 1922-33; field repre- 
sentative, Civil Works Administration, 1933-34: assistant director and acting 
director, Work Division, Federal Emergency Relief Administration, Pennsvl- 
vania, 1934-35; regional engineer and chief regional engineer, Work Projects 
Administration, 1935-43. Estimates Division, Bureau of the Budget, 1943, as- 
signments: War Department; 1948, Department of Defense, general supply 
programs. 

MorGan, Cnartes W.: George Washington University, A. B., 1939. Clerk, 
Census Bureau, 1930-31; member of field survey party, Coast and Geodetic 
Survey, 1931-32; aid to Deputy Administrator, National Reeovery Administra- 
tion, 1933-35; statistical assistant, Public Works Administration, 1986-38: finance 
examiner, Public Housing Administrator, 1988-40. United States Army, 1940- 
17, supply planning and operations, Office of Quartermaster General, and man- 
agement control officer for supply branches, Luzon, Philippine Islands (final 
rank, colonel). Administrative Management Division, Bureau of the Budget, 
1948, assignment: property management, medical supply survey. Estimates 
Division, Bureau of the Budget, 1950, assignments: Department of Defense, 
procurement and supply; Bureau of Ships. 
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Myers, Mires E.: George Washington University, certificate in architecture, 
1924. Corps of Engineers, United States Army, 1917-19; staff member, Municipal 
Architect’s Office, Washington, D. C., 1920-24; architect, national real estate and 
construction program, J. C. Penney Co., New York, 1925-30; construction man- 
agement and inspection, Supervising Architect’s office and Procurement Division, 
Treasury Department, Public Buildings Administration, Federal Works Adminis- 
tration, 1981-41. Bureau of the Budget, 1941-45, War Projects Unit, construe- 
tion, production, and community projects, and storage facilities. United States 
Army Air Force, 1942-44, administrative inspector (first lieutenant to captain). 
Istimates Division, Bureau of the Budget, 1946, assignments: Inspection group; 
1948, Department of Defense, special problems and investigations. 

Reeves, Epwarvb H.: University of Texas, B. B. A., 1949. FBI, 1940-41; War 
Department, 1941-42; Securities and Exchange Commission, 1942-43; budget 
analyst, Office of Price Administration, 1943-44. United States Army, 194446, 
overseas duty in the Philippines. Budget analyst, Office of Price Administration, 
1947. Estimates Division, Bureau of the Budget, 1949, assignments: budget 
preparation and reports, 1950, Department of Defense, administrative and fiscal 
analysis. 

Rorerts, Wituiasm B.:; University of Pennsylvania, B. 8S., 1934; Georgetown 
University, LL. B., 1944. Budget and fiscal work, Department of Justice, 1935 
42: administrative assistant, 1942-43, and Chief, Budget and Accounting Section, 
Department of Justice, 1943-46; cost accountant, Office of Scientific Research and 
Development, 1946-47; budget analyst, National Institutes of Health, Publie 
Health Service, 1948. Estimates Division, Bureau of the Budget, 1948, assign- 
ments: Department of Defense, general supply programs. 

Suarctey, Winus H.: University of Chicago, A. B., 1938; graduate study and 
research assistant, University of Chicago, 1938-42. Estimates Division, Bureau 
of the Budget, 1942, assignments: War Department, civil functions; 1943-44 
Civil Aeronautics Administration, Weather Bureau; 1943-47, Army Air Force, 
Office of Scientific Research and Development, National Advisory Committee on 
Aeronautics; 1948, Department of Defense, research and development, NACA. 

Tuomsen, Weuus H.: Oberlin College, A. B., 1934; Harvard University, M. 
B. A., 1936, M. P. A., 1943; Littauer fellow in public administration, Harvard 
University, 1943. Production forecasting, scheduling, and management, General 
Electric Co., 1936-41. Estimates Division, Bureau of the Budget, 1943, assign- 
ments: War Department, Chemical Corps and Transportation Corps; 1947, De- 
partment of Defense, ordnance and chemical, shipbuilding, ship operation, trans- 
portation and communication programs, and mutual defense assistance programs. 

Too.e, C. James: Wilson Teachers College, B. 5., 1940. Personnel represent- 
ative, Office of Secretary of War in various cities, 1941-43. United States Nav 2 
1042-46, commanding officer of LCS and LCM (final rank, lieutenant). Assistant 
Chief, Classification Division, Veterans’ Administration branch office, Richmond, 
Va., 1946; Chief, Classification Division, VA, 1947; personnel officer, VA regional 
office, Pittsburgh, Pa., 1948-50. Estimates Division, Bureau of the Budget, 
1950, assignment: Department of Defense, personnel and civilian component. 

Wacker, Rosertr L.: Pennsulvania State College, B. A., 1935.  Electro-Met- 
allurgical Co., 1935-37; North American Refractories Co., 1937-40; manufactur- 
er’s representative, Pittsburgh, Pa., 1940-41; chief expediter, Pittsburgh Ordnance 
District, War Department, 1941-43. United States Army, 1942-46 (technical 
sergeant). Business specialist, Office of the Housing Expediter, 1947. Estimates 
Division, Bureau of the Budget, 1947, assignments: Department of Defense, 
ordnance appropriations, 

Witkens, Henry E.: Southeastern University, B. C. 8., 1938; LL.B., 1940. 
Technician with public utilities companies, 1926-32; sales work, public utilities, 
1933-35: project editor, Work Projects Administration, 1985-37; auditor, General 
Accounting Office, 1930; attorney-examiner, Interstate Commerce Commission, 
1040-41; administrative officer, radio research and development, Signal Corps, 
1941-44: contract termination officer, 1944-45; private law practice, 1945-46; 
Civil Aeronauties Administration, 1946-51 (acting chief and executive officer of 
technical mission to Greece, 1949-51). Estimates Division, Bureau of the Budget, 
1051, assignment: air programs. 

Wricut, James F.: Williams College, 1933-35; Svracuse University, A. B., 
1937; Maxwell School of Citizenship and Public Affairs, 1937-39. Examiner, 
New York State Civil Service Department, 1939-40; field office manager, Civilian 
Personnel Division, Office of the Secretary of War, 1940-42. United States 
Navy, 1942-46, executive officer of ship (rank, lieutenant). Chief, recruitment, 
Veterans’ Administration branch office, 1946-48. Administrative Management 
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Division, Bureau of the Budget, 1948, government organization, personnel manage- 
ment, work measurement in personnel offices. Estimates Division, Bureau of the 
Budget, 1950, assignment: Department of Defense, personnel and civilian com- 
ponent. 

Mr. Martin. In general, the budget broken down by States 
shocked the people of my State somewhat. The State Chambers of 
Commerce published extensively an announcement showing the share 
of each State. They assigned the State of Lowa 1.48 percent of the 
total and that brings the people of lowa to the realization that their 
dollar share of the budget for this next fiscal vear is $1,059,591,200, 
About the same time that that information hit the press the Lowa 
Governor's budget was published and his total for the whole State 
government was $102,000,000, less than one-tenth the amount of 
lowa’s share of the Federal budget. That has caused quite a little 
clamor and objection in my State about the size to which the Federal 
Government spending has grown. It makes it highly important that 
the Members of Congress, who have some responsibility here, take 
the President’s news conference today rather seriously, his invitation 
to us to take his budget apart if we can. 

1 see here a newspaper quotation in this afternoon’s paper that he 
told his press conference, ‘Democrat and Republican factions which 
have promised to squeeze some water out of the budget are welcome 
to try it,”’ and then later Mr. Truman said he woyld not attempt to 
cut down as Congress asked him to do last year and he said he had 
submitted a good budget and dared Congress to do something about it. 

I just want vou to know and the President to know that the people 
of my State are asking me to accept that challenge to cut it down. 
It is a good, wholesome operation of the American system of govern- 
ment. 

Mr. Lawron. That is right. 

Mr. Martin. What was the largest number of people employed in 
civilian status in the armed services in World War II? 

Mr. Lawron. As of December 31 of this year, it is 988,425. The 
peak in June of 1945 was 2,654,000. 

Mr. Martin. In civilian status? 

Mr. Lawron. Civilian employees in the Department of Defense. 

Mr. Martin. What is that number? 

Mr. Lawron. Two million six hundred and thirty-four thousand. 

Mr. Marrixn. Now, my question is this, You now have 985,441, 
according to this document | have in front of me. I believe that is 
the same figure you gave. 

Mr. Lawron. Just about; yes. 

Mr. Martin. Are we to anticipate an increase in that number to 
approximately the number in World War IL? 

Mr. Lawron. Not under any proposals that have been made here, 
no, sir; less than half of that by number. 

Mr. Martin. You have figured that you can hold the total civilian 
personnel down to less than half the number in World War II, 
assuming that war should go along to the point where we have the 
same military problem in extent and size that we had in World War II? 

Mr. Lawton. No; I did not make that statement. I said that 
under the proposals in this budget it was less than half. 

Mr. Martin. That assumes the state of the budget as it is now. 
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Mr. Lawron. That is assuming we go on with the program as is 
contemplated here and we are not in a ‘full scale war. 

Mr. Martin. I was on the Military Affairs Committee when we 
entered into World War II. That is why | want to know something 
about the comparison with this number. This number of 988,441 
strikes me as larger than our civilian personnel in the armed services 
was at the time our armed services in World War IL were at the size 
they are now. 

Mir. Lawron. In December 1939, there were 224,000 civilian 
employees and 324,000 military personnel, 

Mr. Martin. Do you have it there for about 1942? 

Mr. Lawron. This is 1939. I do not have the 1942 figure here. 

Mr. Marvin. | would like to have that figure just for comparison 
purposes. 

Mr. Lawron. We can get that very easily. 

(The information referred to follows: ) 


-} 


\ i” hye y of civil an and “un iforn ed pe rsonne / in M, ila / Estahlis Lene nt 


June 30, 1942 | Dee. 30, 1942 


1, 273, 740 1, 816, 604 


Militar 3, S57, 367 6, SUL, SOS 


Mr. Martin. There is one responsible official in Government who 
is exceedingly popular out in my State right now. [havea letter here 
dated January 20 written, | suppose, to cach Member of Congress by 
Lindsay Warren: 
louring recent vears when it seems that the Government has been expanding 


~~ d all reasonable comprehension, the GAO has proved that it is possible to 


duce employees Ir April 1046, the number of emplovees r ached a peak of 
Hi 1004 There were 7,063 emplovees on January 1, 1951, a reduction of 7,841 in 
the last 5 vears of whom 770 were tra isfe ‘rred to the Post Offiee Department. 
Th « has been ac ‘comptis hed through constant survevs of our work and elimination 
of procedures which serve no useful purpose under present conditions. 

Now, that trend, that record, is the thing that my people are hoping 
will be ‘duplie: ited in other departments. It ts no light matter with 


them beeause they are fully aware of the fact that their share of this 
vears budget is over $1,000,000,000 for just the one State of Low: a, 
according to the figures | quoted. 

\lr. : vwron. It is no light matter with me, either. 

Mir. Marron. | know that. [ think that the position of accepting 
the President's dare has a pretty sound foundation and this ts not the 
last time | expect to go into the matter. If vou need any help in 
cutting down the Federal payroll, the people of Lowa will endorse my 
coming down to give vou a lift in any way [ ean. 

Now, | have a copy of Senate committee print on Federal civilian 
employment for 1950. In the back pages of it T found a very inter- 
esting letter of vours to Senator W herry. l gathe red that you do not 
approve very strongly of our looking to any other aveney to help you 
review the matter of budget. 

Mr. Lawron. I did not believe that the National Security Resources 
Board should increase its staff sufficiently to do that job. It would 
be a duplication of work. 
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Mr. Martin. Is the spirit of this program suggested by the Senate 
committee one of placing that agency in a sort of appeal status or 
review board above your agency, or was it to be of equal jurisdiction 
with you, or was it to be subordinate to you? 

Mr. Lawron. I gathered they were simply to have the job of 
deciding how many employees were needed in Government. 

Mr. Martin. In other words, it would not be final without coming 
through your office? 

Mr. Lawron. [ could not tell that from the proposal too definitely. 

Mr. Martin. If the National Security Resources Board were made 
subordinate to your office but given those same assignments, would 
that be objectionable? 

Mr. Lawron. | do not think they should be merged. I think 
they have two different functions. No; I would not advocate they 
be subordinate to us. They would have a completely different set of 
functions. Their function is to develop plans and programs for 
national defense mobilization. The Chairman of the Board is a mem- 
ber of the National Security Council. I do not think he would be 
subordinate to me. 

Mr. Marvin. Of course, in carrying out the function of that ageney, 
the National Security Resources Board, would need to have a pret iy 
good idea of the number of personnel needed. They are charged with 
a rather serious responsibility in deciding the placement of manpower, 
especially as we reach the bottom of the manpower barrel. That 
brings it pretty close home to me because we are going into a prepared- 
ness program that is expanding the personnel of the military tremen- 
dously, and cutting down just as strictly as they can the personnel of 
the agricultural industry. That would cause me to look to vou or to 
the National Security Resources Board or any other security agency 
to which | ean look to cut the fat off the personnel assigned to any 
job, national defense or otherwise, but as long as the greater number 
are now going into national defense assignments, | would want to 
feel that we have some way of surveving that situation and determin- 
ing whether or not there is any padding of personnel even in national 
defense. I do not confuse dollars with defense. I think we have a 
tough job ahead of us. 

For instance, in the armed services, the service of supply: I have 
no quarrel with the men out in the fighting units, but in our service 
of supply and in the various behind-the-scenes assignments, personne! 
matters are extremely vital right now. | had the impression in World 
War IT that we had a pretty heavy load of personnel that were not 
classified as combat personnel. That is one field I] would like to ask 
vou about, or through you ask the military, the responsible officials, 
to make a pretty eareful survey. | have received information that 
we should look into the situation in the supply services. 

Mr. Lawron. | don’t believe you would tind the Chief of Staff 
of the Army at all out of sympathy with that idea. As a matter of 
fact, I believe that he has asked General Clark to see if he can’t cut 
t'iis so-called divisional slice to a smaller number than is now required. 
They are just as anxious as you are to get a maximum combat use 
out of the money. 

Mr. Martin. I know they are giving attention to it, and I have 
great confidence in General Clark in that capacity. 1 know him quite 
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well. I am glad he has that assignment. TI think he will get some- 
thing done. And there is an awful lot to be done. 

Now, do you have any military experts on your staff who can help 
me on the logistical side of this thing? Did you have any part in the 
policy for disposing of our armament following the end of World War 
Il? 

Mr. Lawron. Only as to the transfer of plants to the industrial 
reserve. 

Mr. Marrix. The disposal of weapons and ammunition did not 
come to your attention at all? 

Mr. Lawron. No. 

Mr. Manrrix. That was purely at the military level? 

Mr. Lawron. Yes. 

Mr. Manrrix. How about the stockpile of strategie military mate- 
rials? Were vou consulted at any time regarding the disposal of the 
materials handled by RFC, for instance? 

Mr. Lawron. I don’t recall that we were. I would have to check 
to make sure. 

Mr. Marrin. $12,000,000,000 worth of strategic and critical ma- 
terials is a sizable amount; and certain parties prevailed upon me and 
one other member of the Military Affairs Committee to put a loop- 
hole in one section of Publie Law 520, which is the stockpile law, 
that Government agencies could transfer their supplies and materials 
over to the Munitions Board but that they did not have to do so if 
there were a greater need for them in industry. And through that 
loophole all but $500,000,000 of that total supply of materials was 
channeled out to private industry and let go, after we had control of 
it in that agency. 

Now, that was to me a major calamity, defensewise. I doubt 
whether that came to your attention at all. 

Mr. Lawron. Not that particular transaction. I do know that 
there was $400,000,000 of it transferred, approximately. 

Mr. Martin. Were you consulted last year at all regarding the 
unloading of 250,000,000 pounds of wool by our Government? 

Mr. Lawron. I don’t believe so. We had no authority to act on 
that sort of thing, no. 

Mr. Martin. Well, one $500,000,000 item in your budget before 
us now is the direct outgrowth of that action. Are you traveling on 
a one-way street so far as military supplies are concerned? You pass 
judgment on the acquisition of them, but they do not consult you 
on the disposition of them? 

Mr. Lawron. As I remember, I had no action to take or was not 
consulted on the disposition of that. I don’t recall it if 1 was. 

Mr. Marrix. Well, they disposed of that wool last year when wool 
was less than half the price it is now, and the acquisition of wool now 
accounts for a $500,000,000 item in the budget. Senator Williams has 
stated that a $500,000,000 item in your new budget was because of a 
sale by the Government last year of 250,000,000 pounds of wool, and 
we are now bidding in the world market against our enemies for wool 
to replace what was thus disposed of. 

Mr. Grancer. Will the gentleman yield at that point? 

Where did the Government get that wool? 

Mr. Martin. You mean, to replace it? 
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Mr. Grancer. No. You said they disposed of it. Where did they 
get it before they disposed of it? 

Mr. Martin. I do not know. 

Mr. Grancer. Well, that was the stockpile of wool, as I under- 
stand, that we authorized and directed them to sell. 

Mr. Martin. I have only this information on that point: that 
Senator Williams said that $500,000,000 in the new budget is the result 
of a Government sale a year ago of 250,000,000 pounds of wool. I was 
only asking the Director of the Budget whether or not the sale of that 
wool was cleared through his office in any way. 

Mr. Grancer. That is what I understand. But I had something 
to do with the legislation authorizing the sale of it, and as I understand 
it, that was the tag end, what was left after all the desirable wool had 
been sold. It was just the tag end. 

Mr. Martin. I thank you very much for that information. I need 
that information in addition to whether or not they have a job, here, 
to approve such action. 

And as I understand it, you do not have? 

Mr. Lawron. No. 

Mr. Marriry. Were you consulted at all in the sending of arms and 
ammunition to China after World War II? 

Mr. Lawton. Not in the decision that they should be sent. There 
were some appropriation items connected with it which we processed. 

Mr. Marrix. You see, I am trying to find out how you function 
and whether you have control of the budget, really. I had my back 
up on this the first term I served on the Military Affairs Committee. 
I found that we had sent a lot of rifles and ammunition to Britain, 
and I asked for a report of all disposition made of World War I arms 
and ammunition, to see what had happened prior to that. I thought 
the clerk of the Committee on Military Affairs could furnish the 
information to me. I found that it was filed over hore in Congress 
with the Committee on Expenditures in the Executive Departments, 
and the Military Affairs Committee had no part in it. We were 
plaving much the same role as you are now. Disposal is made at low 
prices, and they then come to vou, as they did then to the Committee 
on Military Affairs, to build up what is needed immediately following 
disposition of those items. 

There seems to be an analogy between your position now in this 
field and that wherein I found myself on the Military Affairs Com- 
mittee back in 1939, 1940, and 1941. 

On page 5 of your statement, here, you mention a project: 

Should we, for example, complete in 1952 the Chain of Rocks improvement on 
the Mississippi River which will permit passage of 10,000,000 tons of river traffie 
through difficult rapids; or should we allow the works which are already more than 
four-fifths completed at a cost of more than 33.5 million dollars to lie unused? 

That has a far-reaching effect on Mississippi River shipping, and I 
do not know your answer. Have you made your answer on that yet? 

Mr. Lawron. We have included the money in the budget to com- 
plete the job. 

Mr. Martin. It is in the budget? 

Mr. Lawron. It is. 

Mr. Martin. Now I get down to another important project on the 
Mississippi. I understand that the new lock at Keokuk is not in the 








240 REVENUE REVISION OF 1951 


budget. Have you had presented to you the data regarding the cost 
in time of lockage at Keokuk? 

Mr. Lawron. Yes, sir. 

Mr. Martin. Because of the small size of that lock there? 

Mr. Lawron. Yes, sir. 

Mr. Marvin. And you know the full effect of that on river ship- 
ping as it now exists? 

Mr. Lawron. | know that it is a hindrance; ves. 

Mr. Marri. I just could not help but call to your mind that 
problem. 

Mr. Lawron. We put that in last year, and Congress eliminated it. 

Mr. Marrix. I know what happened. It is a bad problem. You 
are not going to get maximum use out of this project you have ap- 
proved at the Chain of Rocks unless you clear the narrow bottleneck 
here at Keokuk. That is quite a problem for vou to face. 

Mr. Lawron. I realize that. There are a number of similar situa- 
tions as to other locks, and it is a question of where you can stop. 

Mr. Manrrin. [note that $40,000,000,000 out of the $71,000,000,000 
in the present budget is made up of the item of military functions of 
the Department of Defense. To what extent are these expenditures 
subject to control by the Budget Bureau? 

Mr. Lawron. The actual expenditures are not subject to any 
detailed control. That is the present estimate of the detail that will 
be presented to Congress within the next 30 to 45 days. After the 
appropriation is made by the Congress, the control over that is pretty 
limited as far as the Budget Bureau is concerned. The military was 
given authority in last year’s bill to incur and create deficiencies and 
to expend their money at a rate that was determined by themselves 
without respect to the apportionment law. The question of decision 
really is on the basis of the items that will go into the budget initially, 
into the detailed estimates, and once that principle is established, 
and the number of men agreed to by the Congress, the procurement 
of the necessary number of planes, and so forth, agreed to, we will 
not get into it in the sense of being able to control the actual expendi- 
ture. We will review as far as we can. We will watch the program, 
But actually, as to detailed control, we would not have that. I mean, 
we don’t approve every expenditure or every contract made. 

Marrix. Did vou have any part in the action taken a year 
ago last November leading up to a revision of the appropriations for 
the stockpile of strategic and critical materials? [ will just refresh 
your memory. I will tell you what really happened. 

Senator Thomas on the Senate committee, the Subcommittee on 
Military Appropriations, initiated action to bring about a rescission. 
The first amount proposed by him for rescission was $600,000,000 of 
moneys already appropriated for the stockpile. Some of us went 
before the Senate committee and prevailed on them to cut the rescis- 
sion down to $375,000,000, We also went to the House subcommittee 
of the Committee on Appropriations and prevailed on them to stand 
pat for no rescission. It was compromised in the committee on the 
conference, and a decision arrived at for a $100,000,000 rescission, 
That is the fact situation. 

Mr. Lawron. We recommended a program for stockpiling. I am 
not sure as to the exact time limit. But we recommended a program 
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for stockpiling which was substantially reduced in the Senate 
committee. 

Mr. Marrin. That was the original appropriation that you are 
talking about now? 

Mr. Lawron. This was, I think, the action on the appropriation; 
yes. 

Mr. Martin. That is right. 

Mr. Lawron. But we made the recommendation. There was a 
substantial reduction made. They brought in some outside experts 
to make a study of the stockpiling situation, and a recommendation 
was made for considerable reduction in the President’s request. 

Mr. Martin. But I am now inquiring about action taken after the 
appropriation had been made, an action to rescind, and it came out as 
a rescission of $100,000,000 of those funds that had already been 
appropriated. And I wonder if that action at any time came to your 
office. 

Mr. Lawron. I believe that was an action of the Senate com- 
mittee and not of ourselves. We did not submit that. 

Mr. Martin. That worries me a little because here again we are 
at this time less prepared than we might have been. If you are going 
to exercise jurisdiction over this thing, it seems to me you should be 
given some power to consider these actions I have alluded to. Other- 
wise we are just going down a one-way street. And we are suffering 
today from some of these very things that have been done, disposing 
of war equipment and materials out of which war equipment is made. 
If they keep giving away or selling or destroying, then you and I 
have a tremendous job, it seems to me, to bring these things up to 
adequate supply again; and we do not have control over the leakages 
in that very defense preparedness that we are trying to build. Do 
you get my point? 

Mr. Lawron. Yes, sir. 

Mr. Marrin. I wish we had some way to get you into the picture 
and get your advice, your judgment, on any action that takes away 
from us the preparedness that we should maintain, as well as get your 
advice on what we spend in building up preparedness. 

The CHarrman. Is that all the questions you have, Mr. Martin? 

Mr. Martin. That is all. 

The Cuarrman. Mr. King? 

Mr. King. Mr. Lawton, I, too, want to congratulate vou on the 
very excellent way you have almost single-handedly handled diffi- 
cult matters today. 

You have an item in the budget for defense mobilization of approxi- 
mately one and a quarter billion dollars, I believe. 

Mr. Lawron. It is approximately that. 

Mr. King. This, LI presume, includes the economic stabili- 
zation program? 

Mr. Lawron. The total, including economic stablization, is about 
a billion four. That is the defense production expansion and the 
controls and the stabilization; about a billion four all together. 

Mr. King. Can this committee be assured that this expenditure 
will provide an adequate organization for effective stabilization of the 
cost of living and enforcement of price controls? 

Mr. Lawron. That is our best judgment at the present time. It 
is a smaller staff than we had in OPA at its peak, but the problem is 
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not as great, we believe, as it was then with respect to the number of 
items that have to be handled. 

Mr. Kine. Mr. Chairman, I cannot see the reasonableness of this 
committee being charged with the raising of such a tremendous amount 
in taxes without some knowledge, considerable knowledge of just what 
Mr. Johnston and Mr. DiSalle in their capacities are planning to do 
and are apt to do to ease off the spiral of inflation in the country. I 
cannot see where we can intelligently act as our duty obliges us to, 
here, without having the knowledge of those men, particularly as to 
their plans, more particularly as to what they are considering, if any- 
thing, with respect to the rolling back of prices, how far they are 
going in the field to control prices. And I must insist, Mr. Chairman, 
that as far as I am concerned, I find it difficult to act on the tax 
matters before us without having those gentlemen come or be invited 
to the committee to testify. I think probably the request for unani- 
mous consent that they be invited to come and testify next week is 
in order. 

The Cuarrman. That is a very important observation which my 
colleague makes. Does he think in any event the testimony they 
would give and the information they might furnish the committee 
would have bearing on the request of the President and the Secretary 
of the Treasury for a certain amount of revenue? That is our primary 
duty right now, vou know. And if they did come and give testimony, 
would that affect our duties and responsibilities to see how far we can 
go and from what source we can raise this additional revenue? 

Mr. Kine. I think it would, Mr. Chairman. This bill is not a 
popular bill, and you will agree that the people are disturbed. If we 
knew just to what extent they intend to go, I think we would know 
better how far we could go. For instance, it has a direct bearing on the 
ability of certain taxpayers to pay their taxes. And if we know to 
what extent they are going to assist these people by their orders in 
maintaining an even level of income, then we will know better how far 
we can encroach upon that income for the purpose of taxes. 

The Caarrman. IT can understand how the effectiveness of price 
control would be related to the level of expenditures, but would not 
think it so important to the revenue. 

Mr. King. That is true. It might put it this way, as just one ex- 
ample. If something is not done from the standpoint of price control, 
or by the Economic Stabilization officials, there is in the lower-income 
brackets a situation where [ would decline to vote an additional tax. 
Now, if the Economie Stabilization authorities can adjust things so 
that those persons have a surplus of any sort, then 1 would consider 
how much the Federal Government should take of what they have in 
reserve. 

The Cuarrman. In other words, the cost of living of those in the 
low-income group would have something to do with their ability to 
bear the inereased tax? 

Mr. Kine. That is just right, Mr. Chairman. 

The Cuatrrman. The chairman would make this statement about 
that: It never has been his policy to fail to imvite witnesses re- 
quested by a member of the committee in pursuance of the purposes 
of the committee to obtain their advice. But I will say this. We have 
a calendar committee, whom I want to consult as to when the witnesses 
are to be scheduled and the order in which they are scheduled. We 














REVENUE REVISION OF 1951 243 


would, however, be glad to take his suggestion up with the calendar 
committee, and we will see if we can arrange the most appropriate 
time to have them appear. 

I think the suggestion of my colleague is probably a very appropriate 
and timely one. 

We thank you, Mr. Director, for your appearance and the help 
you have been to the committee. You have been patient. You 
have shown that you have a good grasp of your duties and responsi- 
bilities and are very well informed. 

We appreciate very much the assistance you have given the 
committee. 

Mr. Lawron. Thank you, Mr. Chairman. 

Mr. Kean. Mr. Chairman, Mr. Minot of Boston has to go back 
this evening. Could I grant him permission to put his statement in 
the record at this point? 

The CuarrmMan. Without objection, that may be done. 

(The statement referred to follows: ) 


OvuTLINE OF Proposat spy James J. Minot, Bevery, Mass., For a Tax On END 
SPENDING IN PLACE OF AN Excess Prorits Tax In Times Or NATIONAL 
EMERGENCY Svucu as av PRESENT 


The proposal for a tax on end spending is made solely on my own responsibility 
and is not in any way indicative of the feeling of my partners in the firm of Paine, 
Webber, Jackson & Curtis, trade associations of which in the past I have been an 
officer, or of companies of which I am now a director. It is only applicable 
reasonably in a time of national stress when sacrifice by everybody is needed to 
prevent ruinous inflation. 

We all agree that very high taxes are today necessary. Why not tax end 
spending? A sales tax has been denounced as a penalty tax on the poor man. 
The proposed tax on end spending is not another name for a sales tax. 

Fundamentally my suggestion is an exemption to everybody. I have not 
available facts and figures necessary to arrive at a proper exemption but based 
on my belief that the average income is about $3,000, I suggest tentatively an 
exemption of $1,200 a vear for every person LS or over, and an exemption of $3300 
a vear for every person less than 18. This would givea man and wife and two 
children an exemption of $3,000 a vear. This exemption would be evidenced by 
coupons In convenient denominations good for 3 months after issuance, nontrans- 
ferable except within the same housebold and containing the social security or 
other registered number of each person. It would have to be signed at the time 
of use and severe penalties for fraud would be prescribed. To prevent the nuisance 
of verv small transactions being taxed an exemption of say 5 cents might be 
permitted. The tax would apply on all tvpes of end spending whether for articles 
or services, including personal, medical, dental, legal, rent, commission and other, 
Exemptions would be of two classes only, religious and charitable and capital 
investment. A deposit in a savings bank, purchase of life insurance, purchase of 
real estate for investment or the purchase of any other investments, including 
of course United States Government bonds would be exempted. Commissions 
paid on such purchases however would be subject to tax. For people who already 
owned their house its fair rental value would be estimated on which a tax would 
be paid. <A tax on the purchase of a house for occupancy would either be made 
in one lump sum or over the period of payments, or it could be exempted and a 
tax on its fair rental value substituted. Neither determination of end spending 
or administration should provide any more insuperable obstacles than coupons 
for rationing or the income tax. 

In my thinking I have considered a rate of 10 percent desirable. Probably 
the rate should not be below 5 percent nor above 20 percent. A tax of this type 
would definitely hold down purchases which is what is desired in an inflationary 
period. It would reach tax-exempt money. It would reach “hot money.” 

I have given a great deal of thought to extending a tax on end spending to 
business corporations and partnerships. While much more difficulty is incurred 
in defining end spending and statutory exemptions would not be fair no matter 
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where set, there are no insuperable obstacles, which should prevent careful 
study being made of the subject. 

Many people who advocate changes in taxes very properly do so on account 
of the benefit to them. I consider the tax that 1 now advocate would affect me 
much more adversely in the near future than other taxes suggested. I believe 
however, that a tax along these lines is necessary to combat the very real threat 


of increased and quite possibly ruinous inflation. 

The CuHarrman. The committee will stand in recess until 10 
o'clock tomorrow morning. 

(Whereupon at 4:55 p. m., the committee adjourned, to reconvene 
Friday, February 9, 1951, at 10 a. m.) 
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FRIDAY, FEBRUARY 9, 1951 


House oF REPRESENTATIVES, 
ComMITTrEE ON Ways Anpb MEANS, 
Wash ington, dD. e. 

The committee met at 10 a. m., Hon. Robert L. Doughton (chair- 
man) presiding. 

The CuatrmMan. The committee will be in order. 

The first witness on the calendar this morning is Mr. Mitchell B. 
Carroll, special counsel, National Foreign Trade Council of New 
York City. 

Will vou please give vour full name and the capacity in which 
you are appearing, Mr. Carroll? 


STATEMENT OF MITCHELL B. CARROLL, SPECIAL COUNSEL, 
NATIONAL FOREIGN TRADE COUNCIL, NEW YORK 6, N. Y. 


Mr. Carrott. Mitchell B. Carroll, special counsel, National Foreign 
Trade Council, 111 Broadway, New York 6, N. Y. 

The Cuarrman, About how much time will you want, Mr. Carroll? 

Mr. Carroui. About 10 minutes, Mr. Chairman. 

The Cuairman. Very well, you may proceed. 

Mr. Carrouyi. Mr. Chairman and members of the committee, | am 
very glad that Mr. Mason is here, because I reeall that vesterday 
he gave you some very interesting statistics about the burden of 
debt, per capita, in Various European countries as compared with 
that borne by the citizens of the United States, and indicated that 
that borne by citizens of the United States was far greater than 
that borne in countries that have been the principal benefictaries of 
our recent benefit program. 

I would like to call vour attention to the fact that if the proposed 
tax rates are adopted the United States will be imposing on its corpo- 
rations rates far higher than those borne in England, France, and 
Italy and many of the others that are supposed to be our allies in 
this joint effort to save democracy. 

In England, for example, which has been held up as the standard, 
but certainly [ do not propose it as such today, there is a fixed corpo- 
rate profits tax which is 12.5 percent on the undistributed income 
and then 25 percent on the distributed income in addition to the 
standard rate of income of only 45 percent only, as compared to what 
Is proposed for us, which results in an effective rate of 5S percent if 
all profits are distributed, and only 51 percent insofar as profits are 
not distributed, 

That is, the tax rate on corporations, on distributed income of 
corporations of the United States, which is supposed to be the greatest 
outstanding country that helps us in this effort to save democracy. 
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Going to France, they have recently increased their corporate 
profit rate from 24 to 34 percent, and there is a tax of 18 percent on 
distributed income, which makes an effective rate of 45 percent. 

Going down to Italy, they have been following a program of reduc- 
ing their tax rates in order to encourage honesty among the taxpayers, 
and they have brought their tax rate, including the additional per- 
centage added for the municipalities, to less than 30 percent, and there 
is no tax on dividends. 

Now in Canada they have a rate of 33 percent on corporations. 

Those are the countries with which we are competing in foreign 
markets, 

If you turn to Latin America I think probably the best example 
to pick would be that of Brazil, because as you know in size it is 
about as large at the United States and offers business market expan- 
sion almost unlimited, and they have a corporate rate of 12 to 15 
percent, and a tax distribution income of 15 percent, which makes an 
effective rate of less than 30 percent. 

In some countries the rates are higher. Mexico the rate is a little 
bit higher, and they have various taxes that are not regarded by our 
Treasury as income taxes. 

But if you take Brazil, if you examine that you can see that the 
average rate in most of the countries of Latin America, which is 
particularly interesting, is much lower than the contemplated rates 
proposed, which goes up to 70 percent ceiling, 70 percent on corpora- 
tions in the United States. 

Now, if an American corporation is operating in Brazil in competi- 
tion with a Brazilian corporation, they have a tax of nearly 70 percent 
as compared with a ceiling of less than 30 percent, and the probabili- 
ties are that under subsidies on prices of French, Italy, and other 
companies they are not paving any more to Brazil, but nevertheless 
the Treasury collects the difference between the 30 percent rate and 
the 70 percent that they would have to pay here in the United States, 

In other words, the United States is imposing upon its enterprises 
that trade abroad a discriminatory margin that is often equal to or 
sometimes twice as high, or more than that in certain areas. Then, 
in addition, the so-called credit foreign tax, which was adopted back 
in 1918 to prevent international double taxation, has been so narrowly 
construed that it is often not allowed as a credit, with the result that 
in certain areas it is a burden on foreign taxes and the United States 
tax can be more than would be paid if they did business only in the 
United States. 

[ am assuming, gentlemen, that we do not intend, during this 
crisis, to scuttle our foreign commerce. I think that it is perfectly 
legitimate for us to be in here asking that this committee look at the 
realities of life, consider what burdens our competitors bear as com- 
pared with our own corporations, and adopt as the criteria for taxation 
on business abroad tax equality in the foreign country where our 
business is done. 

You know perfectly well if you go from one State to another and 
you were subjected to higher taxes than the people in that State you 
possibly would not go there to do business; you could not afford to 
be put at a competitive disadvantage. 

The same thing is true of foreign commerce, if not more so, when 
you go into foreign commerce, because you not only have the question 
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of the tax differential you have all the additional expenses of getting 
installed abroad, of setting up business in a foreign country, blockage 
of exchange, and so forth, sothatinreality ifvou want to help encourage 
business abroad you must give some little additional incentive to 
foreign business. 

And, it is in that light that we propose certain proposals in this 
document, Mr. Chairman, which I would like to offer for the record, 
because I do not wish to take your time in going through all of the 
proposals in great detail. 

The Cuarrman. Without objection, it will be made a part of the 
record. 

(The statement referred to follows:) 


STATEMENT SUBMITTED IN BEHALF OF THE NATIONAL ForEIGN TRADE CounciL, 
Inc., BY Mirenect B. Carrot, SpeciaL Counset, NF TC Tax Committers 


Mr. Chairman and gentlemen, although your committee is engaged primarily 
in the task of raising additional revenue to meet the cost of rearmament and for 
other purposes, I beg leave to bring to vour attention the fact that while the 
committee may consider that the economy of the United States may be able to 
bear a heavier tax burden, the imposition of that burden upon income earned 
abroad by domestic enterprises will serve to aggravate the handicaps which our 
enterprises already suffer abroad in competing with the enterprises of other 
countries. 

The criterion of taxation of American business carried on abroad should be 
that of tax equality in the country where the business is carried on. The credit 
for foreign taxes does not mect this test because, although the foreign tax may be 
offset against the United States tax within certain limitations, the United States 
collects the difference between the foreign tax rate and the United States rate, 
a margin which often has the effect of imposing on the foreign permanent establish- 
ment of an American enterprise a burden more than twice as great as that borne 
by competing enterprises in the given foreign country. 

As early as 1918 Congress recognized that American enterprises could not con- 
tinue to operate abroad if they had to bear full domestic taxes on top of taxes 
imposed by the foreign countries where the income is earned, and therefore granted 
the previously mentioned credit for foreign taxes, which is now found in sec- 
tion 131, Internal Revenue Code. Over the vears, other allowances have been 
granted to domestic enterprises operating mainly in certain foreign areas, such as— 

(1) The exelusion from gross income of United States citizens and domestie 
corporations deriving most of their income from carrying on a trade or business 
in a possession of the United States (see. 251, Internal Revenue Code); 

(2) The special regime that is tantamount to exemption, for certain domestie 
corporations operating in China under the China Trade Act (sec. 261, Internal 
Revenue Code); 

3) The special treatment for corporations operating almost entirely in other 
countries of the Western Hemisphere which was formerly an exemption from sur- 
tax, but is today in the form of a certain credit against normal tax and surtax net 
income (sec. 26 (i), Internal Revenue Code): 

(4) An exemption from the excess-profits tax for domestie corporations deriving 
practically all their income from carrying on trade in any foreign country (sec. 
154 (f), Internal Revenue Code); 

(5) A eredit against excess profits tax net income for dividends from foreign 
business corporations (sec. 433 (a) (1) (A), Internal Revenue Code). 

In recognition of the fact that other governments do not endeavor to tax their 
citizens on income earned while resident abroad, Congress has granted an exemp- 
tion for income earned by a citizen of the United States who is a resident in a 
foreign country or countries during the entire taxable vear (sec. 116 (a), Internal 
tevenue Code). However, the Treasury has construed “bona fide residence’’ to 
mean a stay abroad of indefinite duration and of at least several vears, with the 
result that the intended benefits of this provision have been greatly restricted. 

We ask this committee to take note of the fact that practically all foreign 
countries do not attempt to tax any income derived abroad by their citizens who 
reside abroad, and that most of them either in their tax laws or treaties to not 
attempt to tax domestic enterprises on income attributable to foreign permanent 
establishments. If under the point 4 program or for other reasons, American 
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private enterprise is expected to cooperate in building up the economy of foreign 
countries and to assume the risks inherent in foreign commerce that are not borne 
in the case of domestic commerce, a careful survey reveals that certain tax con- 
cessions should be made. 

The relief for domestic corporations operating in a possession of the United 
States does meet the test of tax equality in the foreign jurisdiction as did the regime 
for China Trade Act corporations, although in a more cumbersome manner. 
Hence, the National Foreign Trade Council earnestly requests this committee to 
apply on a world-wide basis a regime similar to that applied in the case of domestic 
corporations carrying on most of their business in possessions of the United States, 
or grant something approximate thereto. 

I will now present briefly specific proposals which will tend to realize this ob- 
jective: 

1. TREATY REGIME FOR FOREIGN PERMANENT EBSTABLISHMENTS 


Although the National Foreign Trade Council would prefer an enactment in 
the Internal Revenue Code of a general provision recognizing that income al- 
locable to the foreign permanent establishments of domestic corporations should 
be taxable only in the counters where earned, if Congress is not disposed to adopt 
this proposition at this Juncture, we urge that it enact a provision authorizing 
the inclusion of such a provision in tax conventions. In the income tax econ- 
ventions which are already in effect, namely, those with France, Sweden, United 
Kingdom, Canada, the Netherlands and Denmark, the term “permanent es- 
tablishment’ has been defined. These conventions apply the principle that the 
foreign country may tax only the profits allocable to such an establishment on 
the basis of a separate accounting, which reflects the profits that should be de- 
rived by the establishment it it were an independent enterprise. 

The same principle has been incorporated in a number of income tax conventions 
awaiting ratification by the Seante, namely, those with New Zealand, Belgium, 
South Africa, Norway, Ireland, and Greece. Hence, a foundation has been laid 
for carrying out this proposal. 

Inasmuch as domestic corporations frequently have to organize corporations 
under the laws of a foreign country, whether to meet legislative requirement or 
for business reasons, the same treatment should be extended by treaty to dividends 
from such foreign corporations and preferably also to other income from such 
foreign corporations in the form of interest paid on loans, royalties, management 
and technical service fees, 

), APPLICATION OF A SPECIAL RATE FOR INCOME FROM FOREIGN SOURCES 


However, as the bringing into force of any tax regime by way of treaties is a 
relatively slow process, and as the need of encouraging operations abroad under 
present hazardous conditions is urgent, the National Foreign Trade Council 
recommends in any event the adoption of a general regime which is modeled on 
that originally applicable to Western Hemisphere trade corporations. When that 
regime was adopted in 1942, Congress took into account that the rate then 
generally applicable in Latin-American countries averaged about half that imposed 
by the United States, and therefore imposed on such corporations only the normal 
tax of 24 percent. 

This regime was heralded as a wise policy in encouraging the American corpora- 
tions to cooperate in the economic development in other areas of the Western 
Hemisphere. We now urge that this same policy be followed in regard to other 
friendly areas and that only the present corporate normal tax of 25 percent be 
applied to income attributable to foreign permanent establishments and to divi- 
dends derived from foreign corporations meeting the same test as to sources of 
income as those prescribed for Western Hemisphere trade corporations. This 
regime should supersede the present regime for Western Hemisphere trade corpora- 
tions. Incidentally, as is provided in the case of Western Hemisphere trade 
corporations, the credit for foreign taxes should continue to be applied. 

The consensus of opinion is that such a rate, although higher than income tax 
rates in many underdeveloped areas, would nevertheless provide the stimulus 
needed to encourage domestic corporations to incur the many risks incident to 
operations abroad, including the high cost involved in starting a new enterprise, 
the risks of an eventual nationalization or expropriation, losses through devalua- 
tion, and the blocking of earnings through exchange restrictions. The Treasury 
has recognized (Mimeograph 6475) that due to blocking, American corporations 
should not be taxable on income from foreign sources until the income is convertible 
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into dollars and wherever the tax liability is thus deferred, no tax revenue is 
derived during the period of deferment by the United States. Hence, this regime 
should not involve at the present time a great loss in revenue. Of course it would 
have no advantage in the relatively few foreign countries where the tax rates are 
as high as those in the United States, but generally speaking these are not included 
in the areas which need our aid in their development. 

The same reduced rate, with allowance of the foreign tax credit, should be 
applied in the ease of dividends from foreign corporations meeting the same test 
as Western Hemisphere trade corporations and other income from foreign corpora- 
tions in which domestic corporations have a substantial interest, such as interest 
on loans, royalties, and management and technical service fees. 


3. CONGRESSIONAL RECUEST TO TREASURY FOR REVENUE STATISTICS 


Our tax committee has the impression that not much tax revenue would be 
involved in the adoption of the foregoing proposals, but we strongly urge your 
committee to ask the Treasury to give you figures on the amount of tax revenue 
now derived from taxing (1) income of foreign permanent establishments. (2 
dividends from foreign operating corporations, and (3) other income derived from 
foreign corporations. 


4. LIBERALIZATION OF CREDIT IN THE CASE OF MINORITY INTERESTS IN FOREIGN 
COMPANTES 


Not infrequently two or more American corporations join in organizing a foreign 
corporation to carry on riskv ventures in foreign countries, and this practice is 


especially common in the field of mining and the production of petroleum.  Fur- 
thermore, American investments in foreign companies are frequently limited by 
local law or custom to 50 percent or less of the stock in those companies. As was 


stated by Secretary Snvder before this committee on February 3, 1950, there bas 
been an increasing emphasis in foreign countries on the participation of local 


capital in the ventures of United States businessmen. In short, American par- 
ticipation in foreign companies is frequently limited as a practical matter to a 
minority of the stock and this is especially true in the case of companies develop- 
ing natural resources. Under section 131 (f), Internal Revenue Code, a domestic 


corporation which owns a majority of the voting stock of a foreign corporation is 
deemed to pay, al d may therefore take as a credit, the proportion of the income 
taxes paid by the foreig: corporation which corresponds to the dividends whiel 


the domestic corporation receives from the foreign corporation, Recognizing that 
the majority-of-the-stock requirement is arbitrary and inhibitory to the holding 
of minority interests in foreign corporations, the House of Representatives, on 
the recommendation of the Treasury, adopted in H. R. 6712 of 1948 an amend- 
ment which omitted the majority requirement and allowed the credit under see- 
tion 131 (f) in the case of “a domestic corporation which owns stock of a foreigt 


corporation from which it receives dividends in any taxable vear.’’ This bill 
} 


died in the Senate but we earnestly request that vou incorporate this amendment 
in the pending tax bill. 








5. CREDIT FOR TAXES IN LIEU OF INCOME TAXES 

With the growth of American business abroad in the three decades since the 
enactment of the income taxes, there has been increasing realization that foreign 
countries have not been able to mateh in their tax laws the highly technical 
concept of the income tax as imposed by the United States. The eredit for for- 
eign taxes was granted for income, war profits, and excess profits taxes paid to 
foreign governments and the income tax character of a particular tax should ob- 
viously be determined on the basis of the law of the foreign country and the 
historical development of its levy. However, the Bureau of Internal Revenue 
followed the practice of allowing as credits only those foreign taxes that were 
ereated in the image of our own pure income tax. 

In the Revenue Act of 1942 recognition was given to the fact that because of 
administrative difficulties foreign countries often impose taxes on an empirical 
basis in lieu of tax on net income and therefore the amendment was added in 
section 131 (h), Internal Revenue Code, that the eredit should be allowed for “‘a 
tax paid in lieu of a tax upon income, war profits, or excess profits taxes otherwise 
generally imposed by a foreign country or by any possession of the United States.”’ 

This criterion has been so narrowly construed that taxes which were introduced 
years ago as taxes on income, but which because of administrative difficulties 
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were imposed on arbitrary bases, have not been allowed as credits. In later 
later years income taxes, conforming to the United States concept of a pure in- 
come tax, have in some cases, been superimposed upon these levies and the pre- 
viously existing taxes are allowed as deductions with the result that the credit 
that would otherwise be allowable is reduced. It is believed that the disallowance 
of the credit for such taxes is contrary to the intended purpose of section 131 (h) 
and therefore Congress is urged to adopt a clarifving amendment which will have 
the effect of accomplishing the original purpose of relief from double taxation. 

In the report of the Senate Committee on Finance on the revenue bill of 1942 
(S. Rept. No. 1631, 77th Cong., 2d sess., p. 131) there appears the following 
statement: 

“Thus if a foreign country in imposing income taxation authorized, for reasons 
growing out of the administrative difficulties of determining net income or taxable 
basis within that country, a United States domestic corporation doing business in 
such country to pay a tax in lieu of such income tax but measured, for example, 
by gross income, gross sales or a number of units produced within the country, 
such tax has not heretofore been recognized as a basis for a credit. Your com- 
mittee has deemed it desirable to extend the scope of this section.” 

The allowability of taxes on gross income as credits seems now well established 
but the taxes in question are frequently measured by “units of production,” as a 
practical method of measuring income. Such levies were resorted to years ago 
before a system of accounting for tax purposes was developed in the foreign 
country. When the more modern form of income tax was introduced, its pre- 
cursor Was integrated into the system to serve as a minimum tax. In any ease, 
the taxpayer must compute, in accordance with section 119, Internal Revenue 
Code, the net income allocable to the foreign country for the purposes of the limi- 
tations on the foreign tax credit allowed by the United States. 

This relief from double taxation is especially important in view of the increase 
in the rates of the corporate income taxes and the imposition of the excess profits 
tax. Failure to allow these taxes as credits results in subjecting the taxpayer to a 
burden which may be higher than if the corporation did business only in the 
United States. It is a simple matter to treat these taxes as allowable credits 
within the limitations prescribed by section 131 (b), Internal Revenue Code, 
which prevents the reduction of the United States tax on domestic income, If 
the foreign country replaced such taxes by pure income taxes, the latter would be 
allowable as credits, but just because the foreign governments are reluctant to 
abandon a method that has suecessfully raised revenue over a long period of vears 
for one that is not so sure, the taxpayer should not be deprived of the relief from 
double taxation to which he would otherwise be entitled. 

\ United States taxpayer operating abroad may be subjected to empirical 
taxes amounting to 40, 50, or 60 percent of itsincome. If, because of fine technical 
distinctions, our Bureau holds that such taxes are not income taxes, then they are 
allowed only as deductions from taxable income, instead of as credits against the 
tax, with the result that the United States taxpayer operating abroad may pay 
far higher taxes than his foreign competitor and may pay far higher aggregate 
taxes than if its operation were conducted solely in the United States. 

The Senate report states (p. 131) that the amendment in intended to include 
a tax paid “in lieu of the tax upon income, war profits, and excess profit taxes 
which would otherwise be imposed * * *,.”’ [Italics supplied.] This language 
should cover any tax which is imposed because of administrative difficulties 
instead of an income tax, as well as one which is imposed instead of increasing the 
rates of the income tax otherwise imposed. 

Hence, we urge the deletion of the phrase in the code which differs from that in 
the report and conflicts with the liberal purpose of the amendment. This should 
be in the form of a clarifying amendment to accomplish what was reasonably 
within the intent of the Senate report, and would construe the language adopted 
in 1942 to cover any tax “in lieu of a tax upon income, war profits, and excess 
profits taxes imposed by any foreign country or by any possession of the United 
States.” 

The committee report could remove any doubt that the 1942 amendment 
envisaged any tax which is intended to reach income but is based on the number of 
units produced, or some other empirical factor, or serves as a minimum tax on 


income. 
6. REMOVAL OF PER COUNTRY LIMITATION ON CREDIT 


\s most American enterprises operating abroad cover a number of foreign 
countries, some of which have high rates and others of which have low rates, it 
would be desirable to return to the original form of limitation on the foreign tax 
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credit, which treats foreign business as a whole and prevents the relief from 
double taxation from reducing the United States tax on domestic income. In 
other words, the so-called “per country limitation’? should be removed from sec- 
tion 131 (b) (1). This would encourage American corporations that are now 
doing business in high tax areas to extend their operations into undeveloped 
countries in line with the objective of the point 4 program as they usually have 
low income tax rates which could, as the result of the removal of this seetion, be 
averaged with the high rates of other countries. Moreover, this would permit 
the offsetting of losses in one foreign jurisdiction against gains in another for- 
eign jurisdiction, and, in general, the treatment of foreign operations on a 
geographical area or world basis rather than on a restricted per country basis. 
7. CREDIT FOR FOREIGN ESTATE TAXES 

The burden of estate taxes is constantly increasing at home and abroad, and 
if an American citizen goes abroad in the interest of our foreign trade and dies 
abroad, any property acquired abroad may be practically consumed by liability 
to estate taxes here and in the foreign jurisdiction. This is due to the fact that 
not even a deduction for foreign taxes is allowed in computing the United States 
estate tax. The inequity of this situation has been recognized in estate tax con- 
ventions with the United Kingdom, Canada, and France, and we heartily urge 
that a provision for a similar credit for foreign estate taxes be incorporated in 
the pending legislation as was done in section 210 of H. R. 6712 of 1948. 


8. PROVISION TO ENCOURAGE AMERICANS TO SERVE ABROAD 


Officials of the Treasury have recognized in public statements that the exemp- 
tion under section 116 (a), Internal Revenue Code, for income earned by citizens 
of the United States who are bona fide residents of a foreign country or countries 
during the entire taxable vear should be amended so that it will run as from the 
date in a given taxable vear when the individual becomes a resident of a foreign 
country or countries. We heartily recommend the adoption of this proposal. 

However, the present interpretation of “bona fide residence’’ seems to preclude 
the enjoyment of this provision if an American engineer or technician goes to a 
foreign country for a limited period of 1 or 2 vears. This Treasury interpretation 
will discourage technicians from going abroad on private missions under the 
point 4 program. Hence, in addition to the present provisions which cover 
satisfactorily the situation of an individual who is following the career of foreign 
service for an American company, we urge that something be done for the indi- 
vidual who serves abroad for a limited period of at least 12 consecutive months. 


% UNBLOCKED INCOME ATTRIBUTABLE TO BASE YEARS FOR THE EXCESS PROFITS TAX 


The Excess Profits Tax Act of 1950 contains a very landable provision to 
exclude, from excess profits tax net income, income derived abroad in previous 
vears, but which has been blocked and is released after the beginning of the 
taxable vears to which the exeess profits tax is applicable (see. 433 (a) (1) (M), 
Internal Revenue Code). However, this provision does not cover the case of 
corporations claiming their excess profits credit on an income basis which receive 
income attributable to base period vears which has been unblocked and should 
be included in the income of those vears. 

It is therefore urged that the provision in question be amended so as to permit 
the inelusion of income unblocked in the exeess profits tax vears, but allocable to 
the base period vears in the income of those vears for the purposes of the income 
credit. 


10. EXTENSION OF CREDIT FOR FOREIGN DIVIDENDS TO OTHER INCOME FOR EXCESS 
PROFITS TAX PURPOSES 


Your committee, when considering the excess profits tax bill, extended the 
credit for foreign dividends to cover all foreign dividends regardless of the basis 
on which the excess profits credit is claimed. We recommend that this credit 
be extended to cover also other income which domestic companies derived from a 
foreign corporation in which they have a substantial interest. Such other income 
would inelude interest on loans to such foreign corporations, royalties paid by 
such foreign corporations and management, and technical service fees for services 
rendered to such companies. 
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Il. PROVISIONS TO COVER SITUATIONS ARISING OUT OF WAR 


In addition to the foregoing provisions, we ask Congress to take cognizance 
of not only the certain amendments needed te improve legislation pertaining to 
World War II, but also to introduce legislation concerning war losses which will 
fit the present situation. 

Under seetion 127, Internal Revenue Code, there is need for certain amendments 
regarding the recovery of property lost, or deemed lost under that seetion during 
World War Il. The prineipal amendments needed and on which representatives 
of business are generally agreed are as follows: 

1. There should be placed a ceiling on the value of the recovery of property 
lost, or deemed lost under section 127, Internal Revenue Code, which would be 
the lesser of the adjusted basis at the time of loss, or the fair market value at the 
time of recovery. 

2. Moreover, the code should be amended so as to provide that if no loss has 
been deducted there will be no tax on recovery and no change in basis for tax 
purposes. 

In view of the fact that American property mav have been lost in NKorea as the 
result of war, and has been aes or eonfiscated tn China, provisions similar to 
the war loss provisions in section 127, Internal Revenue Code, should be adopted 
which are applicable to those areas and to any other areas subjected to hostilities 
or Communist domination, 

Finally, in view of the ineluctable fact that the China Trade Aet corporations can- 
not obtain from China the information needed to meet the requirements of section 
261, and that other domestic corporations Operating in China cannot meet require 
ments as to reports relating to their activities in China, a general postponement 
of liabilitv to file returns or pay tax should be granted for the duration of the 
present situation as was done during World War IL for China Trade Act corpora- 
tions (see. 3805, Internal Revenue Code 

Mir. Carroie. | would also like to have permission to go over with 
Mr. Stam the proposals. 

[ mav say that the proposals are designed to realize the basic 
proposition that American ente rprise that goes abroad should enjoy 
tax equality with the enterprise in that country, against which it 
must compete. 

Our A ag «d amendments are in direct line with the proposal made 
last vear by the Seeretary of the Treasury, Mr. Snyder, for increasing 
American ente rprise to ns rate in the point 4 program. 

As a matter of fact, in H.R. 6712, which was enacted by the Con- 
gress in 1948, vou will find one of our proposals, one which is of par- 
ticular importance to corporations that want to get together and form 

joint enterprise to do business abroad and which can only aequire 
a minority interest in a foreign company because of the nationalistic 
legislation. This is particularly true of enterprises that are producing 
raw materials like minerals and oils. 

All that we ask in connection with this is for your committee to 
enact, reenact this provision in H.R. 6712, which permits an American 
corporation, owning a minority stock interest in a company say in 
Brazil, Mexico, or any plac «, to gel the same credit for the underlying 
tax on income paid by the foreign company that the American cor- 
poration owning a majority of the stock would get. 

This is really asking very little, and [ think it would be tremendously 
helpful to a number of corporations that are just finding it too ex- 
pensive unless credit is given to participate in the joint ventures for 
the development of natural resources in foreign countries. 

This article to which 1 alluded is found in Hl. R. 6712 in section 
138 (f). 

Another important proposition that we wish to take up relates to 
what we consider to be the original objective of section 131 (h) and 
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adopt a clarifving amendment that will permit credit for various taxes 
in specially Latin-American countries that to them are income taxes 
but in the eyes of our Treasury Department do not quite conform to 
their idea of a pure income tax. We have a proposal in our statement 
to take care of that situation, 

If this Congress is disposed to go still further in that approach it 
may give relief from double taxation for Americans who go abroad 
and die. Because today not even that deduction is allowed against 
the estate tax, that is, the estate tax paid in a foreign country, and we 
ask that the same credit be given that is taken for income taxes. 

We also ask for special treatment in the case of technicians and the 
like who go abroad, for instance, in the heart of darkest Africa on a 
contract of 1 or 2 vears. The Treasury now allows that exemption 
for income earned abroad by citizens of the United States, because the 
Treasury considers that if they go abroad for a limited period they are 
not bona tide residents. The language of the law is that they must 
be bona fide residents, but the Treasury construes that to mean an 
unlimited period, so we feel that should be clarified, and we have some 
language proposed in our report to meet that situation. 

Now if this Congress wishes to do something definite and helpful, 
on a broad seale, to help our foreign business, we urge that vou turn 
back the clock to 1942 when vou adopted the provision for encouraging 
trade throughout Latin-American countries mostly in the Western 
Hemisphe re Trade Act. It was recognized in 1942, when the tax rate 
was apparently going up to 45 percent, that that level was more than 
twice the general level throughout the Latin-American countries, and 
therefore relief was granted in the form of exemptions from surtaxes. 

This brought the rate down to 24 percent. 

In the last Revenue Act, of 1950, that exemption from surtax was 
replaced by a svstem of complicated credits against normal taxes and 
surtaxes, which corresponds to the 14 pereent differential, but with 
increased rates growing relatively smaller. 

And we have urged the Congress to give consideration—and this 
is urged only after very long and careful search of what must be done 
to encourage our spread of commerce abroad——that is, to adept a 
general rate for income from foreign business activities and dividends 
of foreign oper: iting regeapae ngs and other income from such sub- 
sidiaries which is more nearly in line with the average in the lesser 
developed areas. 

In our memorandum we urge that the United States corporation 
normal tax of 25 percent be adopted. 

We also reiterate the provision that we have often sponsored, from 
time to time, that is to give our Treasury Department, in negotiating 
tax treaties, some real trading material, and to authorize by law that 
in treaties they may adopt the principle that where a corporation of 
the United States has a permanent establishment in another contract- 
ing state, that the treaty recognize the general accepted principle that 
the income attributable to that establishment should be taxable only 
in the other country. 

If that could be provided in treaties it could be properly policed by 
the interested state so there would be no evasion of tax, and there 
would be an incentive toward the development of industries carried 
on by Americans in foreign countries. 
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Those, Mr. Chairman, are the principal provisions that we are 
urging, and we appreciate very much the privilege of including those 
in the record and of permitting me to talk to Mr. Stam about the 
details. 

The CuatrmMan. That concludes your principal statement? 

Mr. Carrouu. Yes. 

The Cuairman. If your recommendations were adopted, what 
would be the effect, and I am not referring to the long-range effect 
particularly, but the immediate effect on the revenue in the fiscal 
vear 1951? We are trying to analyze now the recommendations of 
the Treasury and the present administration, in recognition of what 
is needed in the next year in the way of revenue. What would be the 
effect on the revenue of the Treasury if your proposals were adopted? 

Mr. Carroui. Mr. Chairman, I am very glad you brought up that 
point, because we have been trying to get some statistics from the 
Treasury Department to show just what the effect would be. We 
do not think it would be very much. 

On page 5 of our statement, under paragraph 5, under the heading 
“Congressional request to the Treasury for revenue statistics’ —we 
hope to get that, but we have not been able to do so. We have made 
numerous requests and have not been able to get an answer from the 
Treasury Department to show what the effect on the revenue would be. 

The Cuatrman. But as a businessman and as a taxpayer with 
business experience, it seems to me you would have some general idea 
as to whether or not your program would result in an inerease or 
decrease in the revenues. You say you do not think it would be very 
much. Which way would it be; would it result in a loss or a gain of 
revenue? We are starting out on a tax program, and under present 
conditions we must deal with the question of the effect it would have 
on revenue, 

Mr. Carroui. We feel that if you can lower the barriers of high 
taxes it would bring in revenue from foreign corporations ; if it brought 
down the tax paid by foreign corporations, it would mean greater 
distribution in this country and you would pick up more and more 
taxes from local revenue as income goes from one person to another. 

So our feeling is that the effect on the revenue would not be as 
great as the amount of the tax that might be initially forthcoming, 
and we also feel that it would encourage more activity, and there 
would be more production of taxable income. 

The CuarkMan. Do your recommendations mean that the tax on 
profit made on foreign business be lower than the tax on profit made 
on domestic business? 

Mr. Carrouyi. Our idea is that the burden of tax should be deter- 
mined by the rate in the foreign country where the business is car- 
ried on. 

The CHAIRMAN. Suppose they do not have any tax? 

Mr. Carrouu. Well then there would be a rate of say 25 percent 
that would be paid to the United States. 

The Cuairman. In other words, if they have a lower rate than the 
tax we have - 

Mr. Carrouu. Yes. 

The Cuatrman. They would then be required to pay the lower rate, 
taking into consideration the tax paid in the country in which they do 
business. 
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Mr. Carrouy. That is right, because their taxes, generally speaking, 
are paid by competitors. 

Mr. Reep. Mr. Chairman. 

The Cuatrman. Mr. Reed. 

Mr. Reep. | was only going to say that if I understand correctly 
your proposal, it would stimulate business, and therefore there would 
© more revenue rather than less? 

Mr. Carrouy. That is it. As it is now, vou have in mind a ceiling 
rate of 70 percent on income from any source in the world, and you 
have to add to that the cost and the risk involved in foreign com- 
merce and there is too little return left to make it at all interesting 
to engage in the risks involved in foreign trade. Therefore we feel 
that a much lower ceiling would have to be put on this income from 
foreign operations, one closer to the level, the general level of taxes in 
the area where the companies are operating. 

Mr. Reev. Do we impose as much tax as other countries do on 
our people who compete under their laws? 

Mr. Carroii. No, we do not. Most of them recognize the prin- 
ciple that income should be taxable in the country where it is earned. 
And you will find, for example, in the laws of France or Italy the 
principle is followed of exempting the income on permanent estab- 
lishments in other areas. 

In the case of England they have a provision in the law as to a 
company operating in a foreign country, where the income is taxable 
only to the extent it is remitted. 

There are many treaties between European countries that adopt 
bilateral treaties—that is, that adopt the principle that an enterprise 
in one country, with a permanent establishment in the other, will 
pay tax on income, if it is permanently established, on the income in 
the country where it is situated. 

In many foreign countries they apply the principle of territoriality 
in their tax laws; and in their own domestic tax laws, apply the prin- 
ciple that only income attributable to sources within the country will 
bear the tax. 

The United States, on the other hand, subjects its citizens and its 
corporations to the high United States taxes wherever they operate, 
and the higher they go the higher the discriminatory margin of dis- 
advantage against them. 

Mr. Reep. In this period would you say when countries like Eng- 
land have lost their foreign trade and are consequently seeking to 
become an exporting country, it is natural to expect them to do all 
they can to encourage business abroad? 

Mr. Carroun. Yes. 

Mr. Reep. By taxes or otherwise? 

Mr. Carrouu. Yes. The British, of course, in particular, since they 
have lost many of their far investments and they are trying very 
anxiously to get their business back again. Of course, when a Britisher 
goes abroad to represent Britain in foreign commerce, he ceases to be 
taxed on any income that he earns abroad, whether dividend, interest, 
business profits or salaries or anything else. Whereas the United States 
thus far limits the exemption for the salary that man earns abroad to 
the vear’s income. 

Mr. Reep. Thank vou very much. 

The Cnarrman. Mr. Keogh. 
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Mr. Keocu. Mr. Carroll, is not one of the objectives of the Marshall 
plan to encourage American investment in foreign countries? 

Mr. Carroie. That is what we have thought, in the National 
Foreign Trade Council, and we have had a committee that has been 
very active in studying the Marshall plan and the point 4 program 
to what could be done and should be done on the part of private 
enterprise to encourage the realization of that objective. 

We always encounter this objection to making such investments; 
namely, that they will have to pay a higher income tax than their 
competitors in foreign commerce. Therefore the committees who have 
been working on the Marshall plan and the point 4 program have 
come to the conclusion that there must be some tax relief so that 
Americans who go abroad will not have to bear a heavier tax than 
their competitors in that foreign country. 

Mr. Keogu. Mr. Carroll, just what form would your amendment 
take to provide relief for domestic corporations? 

Mr. Carroniyi. Well it is set forth right here in H. R. 6712, and is 
an amendment to section 131 (b). It is stated right in this language. 
Without reading it, it simply eliminates from section 131 the require- 
ment that the domestic corporations owning a major part of the stock 
of foreign corporations—well, | could read the amendment, but it is 
right here available to you. 

Mr. Keocu. Would you be good enough to tell me the reason for 
the amendment which you propose? 

Mr. Carroiye. We frequently find mining companies, for example, 
may be interested in getting together to make a joint venture in some 
foreign area, where the load of the risk is too heavy for any one to take. 
Two or three will get together. Now two or three getting together 
under this provision in 131 (f), as it now stands, can get credit for 
taxes paid by that foreign company that the domestic corporations 
together exercise control over; that is, if they exercise control over 
the foreign company. 

And it has been recognized by the Treasury Department in this 
country as evidenced in this provision of the Revenue Act of 2 vears 
ago that this is an appropriate provision, and we are simply urging 
vou to include it in this bill. 

Mr. Keocu. Would it have any elfect upon the exploration activities 
of other companies abroad? 

Mr. Carroui. | think very definitely it would. I was approached 
by a representative of one of the mining companies in New York the 
other day concerning the tax rate of 45 percent, but if they are not 
allowed this eredit for that high tax they will have to pay the United 
States tax on what comes after the 45 pereent, and the total effect of 
the rate would be that the margin of profit would not be worthwhile 
to vo into their venture. 

So if this credit were allowed it would remove a definite obstacle 
today. 

Mrs Kroc. We do extend a tax benefit to domestic companies 
engaged in developing our natural resources within this country. 

Mir. Carron. Yes: we do 

Mr. Keocu. But we deny it to American companies operating in 
roreih countri 3; is that correct? 

Mirg Carroun. Yes. As a matter of faet, this benefit would not 
be nearly as large as that given to domestic companies who are 


eranted a high depletion allowance. 
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Mr. Kroen. I thought the tax treaty or convention was trying to 
clarify such a situation as that? 

Mr. Carroii. We do have treaties and they are very helpful as 
far as they go, but the treaty, as always written in the language, 
carries the right to tax the United States citizens or corporations the 
same rate on their entire income, and only allow credit that is allowed 
in section 131, and it does not cover the situation which L have been 
speaking about. 

Mr. Kroc. It is your contention that your suggested amendment 
would overcome that difficulty? 

Mr. Carrow. Oh, definitely; it would be very helpful. 

Mr. Keocu. Thank you very much. 

The CuarrmMan. Mr. Kean. 

Mr. Kean. With reference to your suggestion, would this affect a 
situation such as the investment of the New Jersey's zine company 
in the production of titanium in Canada? | understand that they 
have joined the Kennicut Copper Co. to explore for titanium produc- 
tion in Canada. The Kennicut Co. owns the majority of the con- 
trolling stock interest, while the New Jersey Co. owns 40 percent. 

Mr. Carroun. This would apply as to the ownership in Canada. 

Mr. Kean. Ordinarily they are required by their Government to 
have a company in that area? 

Mr. Carroui. That is right, and more and more they will not let 
foreigners have more than a 40-percent interest. 

Mr. Kran. Even in this instance it would not be fair for the 
Kennicut Co. to be able to get it and the New Jersey Zinz Co., with 
40 percent, not be able to get the deduction? 

Mr. Carroui. That is right. 

Mr. Kean. Now with reference to this estate tax, which you men- 
tioned a while ago: What is the usual situation? You mentioned 
that where any profits were acquired abroad, if an American goes over 
there to live in some country, for instance, take one where we do not 
have a treaty, such as Spain, and goes into business there and still 
retains his American citizenship and acquires interest in some Spanish 
company, if he dies while living there as an American citizen, do they 
tax him on the estate that he owns, or do they tax him on the amount 
of the property he has left? 

Mr. Carrouy. It all depends on how long he has been there. If 
he really has been domiciled there he is taxable on the profit where it 
is located. So, if he has been living there for a long time, and the 
center of his interest is there, then they would impose a tax on all 
his profits and he would remain subject to the United States tax on 
his profits, 

Mr. Kean. So he is taxed twice, once as a United States citizen in 
this country; we would tax him also on his holdings in Spanish prop- 
erty, securities? 

Mr. Carron. Yes. 

Mr. Kean. He would not have much left? 

Mr. Carroti. They do net even allow a deduction from the estate 
tax that he pays to Spain. 

Mr. Kean. In other words, if he went over there and made $2,000,- 
000 he would not have anything left? 

Mr. Carnoii. No; there would not be enough in the estate to pay 
for it, in all probability. 
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Mr. Kran. These treaties have been made with three countries? 

Mr. Carrouii. Yes; there have been negotiations with others, but 
those three are in effect. But in all these we feel there should be 
some concession made. 

Mr. Kean. Of course the question there is who should make the 
concession. 

Mr. Carroui. I mean just as the United States made the conces- 
sion of credit of foreign tax in 1918 and has been maintained ever 
since as a wise tax policy, and I think the same policy should exist as 
to estate taxes. 

Mr. Kean. You would not want to do it if the foreign country is 
taking all the tax. You do not think that, and I do not think the 
United States Treasury should give up the money which we are en- 
titled to because some nation claims that it was entitled, without 
some treaty, to income. 

Mr. Carrow. It might be a matter of reciprocity, then we have 
the situation that probably there are more Americans operating 
abroad who are interested in commerce then there are citizens of 
many of these other countries in the United States. 

Mr. Kean. That is not what I am talking about. 

Mr. Carrouu. No. 

Mr. Kean. I am talking about the fact that the United States 
claims it is entitled to a 75-percent tax? 

Mr. Carrouu. Yes. 

Mr. Kean. And the foreign government claims it ought to have a 
75-percent assessment and have the tax paid there. 

The United States Treasury would lose where they claim they were 
really entitled to that money? 

Mr. Carroui. Yes. 

Mr. Kean. But I suppose what actually happens in that case, if he 
kept his American securities in a safety box here that the American 
Government would seize them, and the ones that were kept abroad 
they would seize them, so he would not have anything left? 

Mr. Carrouiy. That is the unfortunate thing. 

Mr. Kean. That is all. 

Mr. Comrs. Mr. Chairman. 

The Cuarrman. Mr. Combs is recognized. 

Mr. Comps. Mr. Chairman, I just want to ask a few questions with 
reference to the matter raised by the chairman a while ago, concerning 
the effect on tax vour suggested amendment would have. 

Mr. Carroui. Yes. 

Mr. Comes. And your answer to that suggestion was that you have 
made an effort to get an estimate from the Treasury Department and 
have not been able to do so? 

Mr. Carrou. Yes. 

Mr. Comps. Is it not true that the revenue effect would depend 
entirely upon the effect of the increase of the limit on the foreign 
company? 

Mr. Carrow. Yes. 

Mr. Comes. In other words, there might not be any return if vou 
limit the investment, and you might get very little tax return from 
investors who had been there. 


Mr. Carrouu. Yes. 
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Mr. Comps. On the other hand, it might be that by encouraging 
such investments, even with a lesser rate, vou could get back more 
revenue, with the lower rate of tax. That is your thought? 

Mr. Carrouv. That is our theory, that the more money flows in 
circulation, comes into this country, the more chance you have for 
picking up revenue. 

Mr. Comps. Yes. Now the other thing I wanted to ask about was 
this, and that brings up this question that it might not have been 
possible for the Treasury to make any entirely dependable estimate, 
and therefore that may account for your not getting an answer. 

Mr. Carroii. We thought that they could take the returns, say 
for 1948, 1949, and 1950, and from those returns of corporations they 
could make an estimate of the revenue involved. 

Mr. Comps. They could as to the rates that were in effect. 

Mr. Carrouy. Yes. 

Mr. Comps. But whether it would result in a decrease or increase 
under your proposal they could not tell. 

Mr. Carroui. That is true. But if they knew how much was 
represented on these returns they ought to be able to make some esti- 
mate. 

Mr. Comes. But with respect to domestic sources of revenue the 
Treasury does have a long record of exerience to go by? 

Mr. Carron. Yes. 

Mr. Comrs. And a definite system of evaluation? 

Mr. Carroui. Yes. 

Mr. Comes. I am suggesting that perhaps the reluctance on the 
part of the Treasury to supply vou the estimate of revenue was because 
they did not have suflicient experience tables, data on which they 
would be able to come to any definite conclusion. I wonder if that 
was not true. 

Mr. Carroiit. That might be right. But our point, the point 
made, by a man interested in going to the Belgian Congo was this: 
Hle came to see me in New York about getting capital to go into the 
Belgian Congo and he wanted to know about the tax, with taxes in 
the United States, and | told him about the present levels, what he 
would have to pay, that if an American investor were to go into the 
Belgian Congo he would have to pay this margin of tax in the United 
States. And he said to me that he did not think he would be able to 
get anyone to go to the Belgian Congo, that the very idea of having 
to move to Africa was enough to freighten off most investors. 

Yet, the Belgian Congo is one of the best areas where we could 
work, and if that is the reaction with regard to the Belgian Congo 
[ am sure that for many other areas throughout the world it would 
be similar. 

Mr. Comes. Mr. Carroll, do you not think that any data which 
the Treasury Department could furnish you on foreign investments 
would indicate that if vou lower the existing rate applied to the 
present income tax that would probably decrease the total revenue? 

Mr. Carrouyi. That was our point. 

Mr. Comes. It seems to me that the data you are seeking they 
could not furnish because they do not have any tables to go on. 

Mr. Carroii. We feel that the revenue would be increased, picked 
up, by stimulation of investments and activities 
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But on the other hand, as a general proposition, we want to bring 
this fact to vou, that the level of taxes have gotten to be so high in 
other countries that really it is creating a critical situation. 

L believe it was John Marshall who said the power to tax involves 
the power to destroy. And I do not think there is any doubt about 
it, that if the taxes imposed are out of line that the tax itself will 
gradually kill off the incentive of any new enterprises within the 
United States, and that it will all the more having a killing effect in 
regard to foreign business because of the additional burden together 
with all the risks involved in foreign commerce that you do not get 
in the United States. 

So we would urge your consideration of the effect of increasing the 
taxes here; and second, to consider the alleviation particularly in 
regard to carry on business abroad. 

The Cuatrman. Mr. Mason. 

Mr. Mason. Mr. Carroll, not only would there be an immediate 
drop in revenue if these incentives in tax matters were given, as you 
suggest, but they would be made up, in my opinion, much more in 
the long run because of the expansion of that type of business. 

But there is another angle to this which | am interested in and 
that is this: Suppose that 10 percent of our production is surplus, 
that we cannot use it at home, and we have to dump it, export it, or 
pay outa million and a half or two billion dollars a vear in subsidy to 
hold up prices here, dump the stuff abroad or give it away. We 
would save, at least, we could encourage this expansion of our export 
business abroad considerably, and save a considerable portion of that 
1.5 billion dollars in the meantime, could we not? 

Mr. Carrois. | should think so. 

Mr. Mason. So in the over-all picture your proposition would 
really be a saving of a half billion dollars through an expansion of 
foreign trade? 

Mr. Carron. Yes. 

Mr. Mason. As much at least as we would lose, or more? 

Mr. Carroin. Yes. The reason | do not think there would be 
any great loss, is that the reports on trade show the amount invelved 
was around $8,000,000, certainly there would not be anything like 
$8,000,000 lost. 

Mr. Mason. The point I wanted to bring out is there would be a 
tremendous saving in the expenditure of the Governnment now 
required to hold up prices if we could get rid of surpluses by increasing 
the ince ntive to export along the line you suggest. 

Mr. Carroie. Yes. And, moreover, | would like to point out that 
it is very important for us to develop natural resources abroad in 
order to develop our stockpiles. 

Mr. Mason. That is all. 

The Cuarrman. Mr. Eberharter. 

Mr. Esxernarrer. Mr. Carroll, has the National Foreign Trade 
Council been composed largely of big investors of American capital? 

Mr. Carroin. Yes; | imagine practically all the members are 
corporations Ol banks engaged in foreign COmMIerce, 

Mr. Esernarrer. Can you give us some iden of what type of 
Investments abroad constitute perhaps the greatest bulk of invest- 
ments? 


Mr. Carrout Yes 
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Mr. Evernarrer. Minerals, | suppose, are involved? 

Mr. Carroui. Yes; | imagine the most important are minerals and 
oils—in Venezuela, Columbia, and other areas; in the Near East: 
and there are mining interests involved. 

Then you will find quite a few assembly plants abroad, like aute 
mobiles with assembly plants, where they put the cars together. 

Down in the Argentine the meat packing is a big enterprise 

Mr. Enernarrer. With American capital? 

Mr. Carnoie. No. Well I think Swift & Co. had a big plant in 
Argentine for processing Argentine beef. And here and there you 
will find various factories are being set up to manufacture some of the 
things they do not have in the particular foreign country. And yet 
they impose a high tariff duty and it is not economical to import them. 

So in most cases, apart from the production of natural resources, 
they have still been able simply by setting up plants abroad to estab- 
lish distribution. They usually start out in that way, and as the 
volume begins to increase they set up plants, assembly plants, in 
order to be able to sell in competition with local enterprise. 

Mr. Exeruarrer. Mr. Carroll, if we encourage the investment of 
American capital abroad by the incentives in the way you suggest, 
what would be the effeet on industry here in this country? In other 
words, if we make it more advantageous to American investors to go 
abroad, by relieving them of taxes, you might say, will that not be 
harmful to the effort of expansion in this country? 

Mr. Carrouy. Well, that has been studied most carefully. 

Mr. Eseruanrer. In other words, it is one of the things we have 
to be watchful about? 

Mr. Carroue. Of course, that ts in it; there is no doubt about it 
But, generally speaking, manufacturers are anxious to continue to 
manufacture in the United States rather than to go abroad. Gen- 
erally speaking, they will not do so unless the custom laws and 
restrictions of foreign countries are such that that is the only way 
they can sell in foreign countries; that is, by setting up an establish- 
ment there. So | do net think that the prblem is as serious as it 
might appear offhand. 

But | would urge again that we should not think of levving on 
American capital a tax that is so much higher than the tax levied in 
these other countries, 

Mr. Evernarrer. | see your point. Thank vou 

The Cuainman. Mr. Simpson. 

Mr. Simpson. When an American company operates abroad through 
a branch, it pays the Treasury an income tax; does it not? 

Mr. Carron. There are two, one to the foreign country; ves 

Mr. Simpson. If an American concern operates a subsidiary abroad? 

Mr. Carrour. Yes. 

Mr. Simpson. But it does not pay the tax until the subsidiary 
pavs the dividend to the American parent company. What does 
your amendment do in that connection? 

Mr. Carroui. We propose to encourage the flow-back of dividends 
from the subsidiary by applying the same low rate to those dividends 
In other words, to stimulate the subsidiary by giving them the same 
rate that the larger companies have. 

Mr. Simpson. When the branch earns money then it sends it: back 
and does pay a tax here? 
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Mr. Carrouu. Yes. 

Mr. Simpson. Now does your amendment suggest that the branch 
operation would not pay the tax until it returns the money? 

Mr. Carrouu, No. 

Mr. Stimpson. The Treasury recommended a vear ago that that 
method of adjustment be used in connection with that operation. 
Are you familiar with it? 

Mr. Carroui. Yes; Lam. 

Mr. Simpson. Do you favor that? 

Mr. Carroti. Yes, and we would be very glad to see that included. 

Mr. Simpson. You would like to-have that? 

Mr. Carroui. Yes. 

Mr. Simpson. Is that covered by your amendment? 

Mr. Carroiu. No. We have covered so many things that we did 
not press for that. 

Mr. Simpson. It was studied and recommended by the Treasury, 
and vou do approve it? 

Mr. Carrouy. Yes. But, we have merely offered a reduction in 
tax to the tax deferment——— 

Mr. Simpson. But that is not this suggestion? 

Mr. Carroui. Oh, no; it is a different point, Mr. Simpson. You 
see, under the Treasury proposal, vou have a branch, say, in Brazil. 
Down there they pay 12, 15, or 16 percent profit tax on distributed 
income, with a 30 percent eredit as against the United States tax. 
Now one of the interesting things in Brazil is the exemption if vou 
plow back the money in the development of the plant in Brazil. That 
does not mean they will have to pay the full amount of the tax, because 
there is no tax. 

Mr. Simpson. They would not have to pay if there were a sub- 
sidiary and they are using their money to develop the plant. 

Now the point is the tax is paid on what is returned. 

Mr. Carroui. Of course, there is one difficulty in that, and the 
‘Treasury has not come out with any plan as to how it can supplement 
its job. 

Mr. Simpson. May I quote from the exhibit concerning the tax 
treatment of foreign income: 

One such adjustment can be made by granting United States firms the election 
to have the income of foreign branches treated for tax purposes in substantially 
the same manner as that of foreign subsidiaries. It is therefore proposed that the 
tax on foreign-braneh profits be postponed until they are remitted to the United 
States. Such a method of taxing foreign branches has other advantages from the 
point of view of stimulating foreign investments. It would enable branches to 
obtain the benefit of tax incentives which some foreign countries offer for the re- 
investment of earnings within their borders. At present a reduction in the foreign 
tax may be offset by a commensurate increase in the United States tax, and the 
inducement to reinvest is dissipated. 

Mr. Carroxiy, That is fine; that is saying it better than we can. 

Mr. Simpson. Thank vou. 

The CuHainman. Mr. Mills. 

Mier. Minus. Mr. Carroll, 1 have been sitting here somewhat in- 
terested in your suggestions. Should we adopt the suggestions which 
vou make to us in all probability there would be more American capital 
invested in productive enterprise abroad; is that correct? 

Mr. Carroun. Yes. 

Mr. Miuus. When that eapital is invested abroad and produces 
something abroad where would it be sold? 














REVENUE REVISION OF 1951 263 


Mr. Carroui. Well, it would be sold abroad; and there are many 
things that we need here in the United States that could be produced. 

Mr. Miuus. Is it not a fact that most of it would be sold here in 
the United States? 

Mr. Carnrouni. I do not think so, no; I think it will all depend upon 
what it is. 

Mr. Minus. Where are they going to sell it and get something to 
convert into dollars except here in the United States? 

Mr. Carroui. Well, they do not necessarily have to bring it back 
to the United States. 

Mr. Minus. But if they are going to bring back dollars— 

Mr. Carrouii. They can bring the dollars back. Of course the 
things they can sell will be in the currency of foreign countries or in 
the neighboring states of foreign countries, and then they can buy 
the dollars that will come back to the United States from the banks. 

Mr. Minus. But they are going to send something to the United 
States in the long run? 

Mr. Carroui. But it can be converted into dollars. 

Mr. Mitus. What worries me about the suggestions is that I have 
been hearing now for some little bit that there is a tremendous danger 
facing American industry in the outpouring of American capital in 
foreign areas, which will utilize cheap labor to produce goods and 
send them back to the United States in competition with American- 
made goods. I cannot see that the investment abroad would be a 
sound investment unless it were possible to convert that investment 
into American dollars that can be returned to the stockholders, and 
I want us to maintain a consistent position here if we can as a Congress. 

Mr. Carrouu. Yes. 

Mr. Minus. We have been hearing about the harm that can come 
from importing goods into the United States, and IT do not want us 
today, taxwise, to be giving a greater impetus to the importation of 
goods into the United States if there is danger to American industry 
from those imports. I am sure that point has been discussed by 
your couneil? 

Mr. Carno.in. Yes, that point has been brought up many times, 
and I think, by and large, the purpose of going abroad is to sell 
there, not to produce for the United States. 

Mr. Mitus. We are not going to invest American dollars in Brazil 
to sell products to get lire or pesos or whatever their currency is. In 
other words, we do not want any of the money of France, if we cannot 
get dollars to pay the stockholders dividends in this country. We 
do not want frances to pay dividends. 

I do not want to be mistaken about it. I want to be sure that | 
understand your suggestions that we do not do great injury to Ameri- 
can industry by shipping into the United States a lot of additional 
imports. 

Mr. Carrouy. | would not be here if that were the case, because 
the members of the National Foreign Trade Council are all doing 
much more business locally than they are abroad, and it is a cross 
section of American companies. In other words, it is in their behalf 
that these suggestions are made, and if they followed that reasoning, 
they would not send me down here to put these ideas before vou. 

Mr. Miuus. You take the position, then, that we do not have to 
worry too much about those imports that might come in under this 
program. 
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Mr. Carrour. No. 
Mr. Minus. You say they will not compete? 

Mr. Carroie. You can be sure those companies are producing 
those, probably, in most cases, more cheaply here than they are 
abroad. 

Mr. Minis. Would there be more oil imported into the United 
States? 

Mr. Carroue. | cannot answer that question on oil, because it is 
such a complex thing and is so controlled. L know there have been 
times when they wanted the oil companies to bring in oil in order to 
save our reserves here. 

Mr. Minus. Would it be possible for American capital, under this 
kind of an arrangement, to be invested to produce woolen gloves 
knit gloves? 

Mr. Carroun. | think vou would probably have to ask that of the 
American Woolen Co. or some company whether they would be 
interested in that. | really cannot comment on that. 

Mr. Mitis. Would there be any possibility of American capital 
being invested in Switzerland to bring in more Swiss watches? 

Mr. Carroii. From what contact | have had with the watch in- 
dustry, | would say that little industry is so tight that they would not 
let anvbody else into that industry. 

Mr. Minus. We just have to be careful here about maintaining a 
consistent position. 

Mr. Carnoie. You are right. [I know one time coming back from 
Europe | had an American watch merchant, who had been trving for 
vears to get an interest in a Swiss company, tell me they just would not 
let him in. In other words, they have a tight little thing over there, 
and American capital would have a tough time getting into it. 

Mr. Minus. What do you envision American capital would be 
invested in abroad if we gdopted your amendment? 

Mr. Carrount. That is a poser. | just do not know. It depends 
upon the individual company and its prospects in the various areas. 
| do not think the National Foreign Trade Council has ever made an 
estimate. IT believe the NAM brought forth some estimate that there 
might be some $2.000,000,000 available for investment abroad. That 
seems pretty high to me. 

Mr. Minis. It would not just be invested in the production of 
minerals; would it? 

Mr. Carron. It all depends upon the opportunities of the com- 
panies interested. L would not think it would all be invested in 
minerals; no. 

Mr. Minus. You ean understand Lam not taking issue with you 

Mr. Carroun. Yes; | know. 

Mir. Minus. But we just want to have a full understanding of 
where we are heading. Just this week in the House we said we did 
not want to have too many imports coming into the United States 
if they are going to be competitive with American-made goods, and 
1 do not want to do something taxwise that would be at variance 
with the decision of the House this week. 

Mr. Carroui. | think you will find, generally speaking, American 
corporations do not start selling abroad in most instances unless they 
have a sort of surplus that they cannot dispose of in the United States. 
That is the usual thing. So that they begin exporting abroad. 
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During the 1920’s and the 1930’s—there is no doubt about it—our 
export markets were estimated to bring in about 10 percent of the 
national income. 

Mr. Minus. These amendments you referred to in the bill H. R. 
6712—that was a bill the House passed in 1948, during the Eightieth 
Congress, and the bill died in the Senate? 

Mr. Carroui. That is right. 

Mr. Minus. If those two provisions had passed, that bill would 
have materially increased investments abroad; would it not? 

Mir. Carrour. | think it would have, appreciably. 

Mr. Minus. And there might have been some additional imports 
into the United States of foreign-made goods? 

Mr. Carroini. | do not think so. 1 think as regards the majority 
of the ones Lam talking about, that the primary interest is to provide 
industry abroad— and, of course, we are short of many materials. 

Mr. Minus. The mining people in 1948 were complaining bitterly 
about the importation of some minerals because the tariff was too 
low at that time, and they said they were materially injured and the 
mines were closed in the West. 

Mr. Carronii. But this is proposed at the instance largely of the 
mining interests that are members of the National Foreign Trade 
Couneil. 

Mr. Minus. But not the American small mines. They did not 
propose it in 1948, because they came before our committee and were 
greatly alarmed about the importation of minerals from abroad at 
that time. 

Mr. Carronin. Ide not really know. Lam just speaking on behalf 
of those American companies that represent the small companies as 
well as the large companies that have any interest in foreign trade as 
well as domestic. 

Mr. Minus. Understand, Mr. Carroll, Tam not one of those who 
believes the investment of American dollars abroad in the production 
and creation of imports to the United States can do great harm to 
American industry 

Mir. Carrout. | do not think many of ours are, cither, except 
Insofar as they are producing things we do not have in the United 
States. 

Mr. Minis. But there are some on the committee who take that 
position, and Ido not want them to be misguided about that proposi- 
tion, because there is danger that this investment of American capital 
abroad may bring some imports into the United States. 

Mr. Grancer. Following up the line of questions Mr. Mills asked, 
I think vou said the oil properties would be No. 1 and minerals No. 2 
In investments. Is that right? 

Mr. Carroii. | am not enough of a statistician to know. That 
Was just conjecture on my part. 1 really cannot offer that as authen- 
tie. 

Mr. Granger. Do you know what part of the foreign production 
abroad of copper, lead, and zine finds its way into the United States? 

Mr. Carroue. | guess a tremendous proportion of what we have 
is produced abroad, because we just do not have enough here. 

Mr. Granger. And much of that is produced by those American 
corporations? 

Mr. Carroun. Yes. 
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Mr. Grancer. And they are the people who are always asking the 
Congress to reduce the tariff on copper, lead, and zinc; is that right? 

Mr. Carrow. | could not say, because I am not connected with 
tariffs at all. I do not know anything about them. 

Mr. Grancer. As Mr. Mills said, you do know that the mines, 
not only in 1948 and 1949 but still today—a lot of them— in this 
country are closed and the reason why they cannot operate is because 
of the importation of minerals because of the low tariff. 

Mr. Carroui. | do not know anything about that situation. 

Mr. Grancer. But if that is true, then you are asking for a two- 
edged concession here. You want tax relief; then you want a reduc- 
tion in the taruf. 

Mr. Carro.ii. No; no reduction in the tariff. We are speaking 
of adjusting the income tax rate. 

Mr. Grancer. But it is a fact that these foreign corporations, 
in the main, compete with the little fellows in this country who are 
trying to operate mines and put them out of business. Is not that 
true? 

Mr. Carron. Well, these requests are being made in behalf of 
domestic taxpayers, not in behalf of foreign taxpayers. In other 
words, these are made in behalf of domestic companies that have 
considered the whole broad program. They are primarily interested 
in the United States, secondarily in the markets abroad, and these 
are their proposals. 

Mr. Grancer. | understand that, but these big corporations 
can set up corporations in South America, use cheap labor, and 
ship the raw material back here in competition with the high cost of 
production we have here. Is not that true? 

Mr. Carrouy.. Lam not sure the labor is as inexpensive as it used to 
be when they first started talking about that. [ think the rates have 
tended to go up and up, especially after the inflation period in this 
country after the war. I could not say whether that proposition is 
still true or not. 

Mr. Grancer. Ido not know if it is true, but that is the contention 
that has been made to me by people who ought to know. 

Mr. Simpson. Mr. Carroll, my good friend, Mr. Mills, seems to 
be a little afraid that foreign goods produced with American capital 
might come into this country, but he does not worry too much about 
foreign goods produced by foreign capital. Certainly if we build up 
plants abroad which are able to take care of the requirements of the 
people abroad and use American capital for it, there is some good 
being done. That is what the President's four-point program involves. 

Mr. Carroun. Yes. 

Mr. Simpson. Getting the people abroad back on their feet. 1 am 
sure Mr. Mills does not object to that, because he and I support it. 

Now, about 55 percent of our imports come in free, and we want 
all we can get that are coming in free. And, so far as getting anything 
else in here in too great quantity, all we have to do is to raise the 
tariff, and they won't come in. 

Mr. Miuis. | wonder if Mr. Carroll, as an attorney, would advise 
American investors to invest abroad if we should revert to the very 
high tariff program we had here in the United States. 

Would you continue to advise your clients to invest abroad then, 
even if we passed this tax provision you recommend? 
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Mr. Carroii. You mean if we would put on a high tariff here that 
would prevent goods from coming in? 

Mr. Mixius. That is right. 

Mr. Carron. In all my experience, the only reason we go into 
foreign countries is to sell abroad, not to sell here; so | cannot see 
any difference except insofar as the possibility that the availability 
of dollars would bring it here and bring back the money abroad. 

Mr. Minus. Well, somebody has to sell here to bring back money 
abroad. 

Mr. Carroui. Somebody has to sell here in order to provide those 
dollars. 

Mr. Mitus. American investors will not invest abroad if they don’t 
think they can get dollars back here representing the profits on those 
investments. 

Mr. Carroii. That is quite true. 

Mr. Minus. And they do not stand quite as good chance of doing 
it when the tariffs are high here in the United States. 

Mr. Carnouin. You are absolutely right about that. 

Mr. Reep. They do on coffee; do they not? 

Mr. Carrouy. That is one of the things that really make exchange 
available in the case of Brazil, because they have been selling large 
quantities of coffee, and now practically all of the back balances are 
paid up. 

Mr. Reep. Well, | do my part; I drink a lot of coffee. 

The Cuarrman. If there are no further questions, we thank vou 
for your appearance and the information vou have given the com- 
mittee. 

Mr. Carroui. Thank vou, Mr. Chairman. 

The Cuainman. The next witness is Mr. Richard P. Momsen. 

Please give vour name, address, and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF RICHARD P. MOMSEN OF MOMSEN & FREEMAN, 
NEW YORK CITY, REPRESENTING THE AMERICAN CHAMBERS 
OF COMMERCE FOR BRAZIL 


Mr. Momsen. Mr. Chairman and gentlemen of the committee, my 
name is Richard P. Momsen. Laman American citizen. I originally 
went to Brazil in 1913 for our Government in the consular service. 
I qualified as a member of the Brazilian bar, and have been practicing 
law in that country for the past 31 vears. In 1916 the American 
business community in Rio de Janeiro organized a chamber of com- 
merce. As vice consul | participated in that organization, and | 
have ever since been active in trying to promote the cultural and 
trade relations between Brazil and the United States. I was president 
of our Chamber of Commerce in Rio de Janeiro in 1926, and appear 
today as a director of that organization and also on behalf of the 
American Chamber in Sao Paulo. 

My subject is tax policies of the United States in relation to foreign 
trade and investments abroad. 

To those of us American citizens who live and work abroad, it is 
very natural that we observe many of our country’s problems from an 
international viewpoint. Prior to World War I, most of them were 
domestic. However, since that time a very great change has occurred. 
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Although our domestie problems have not abated, questions of inter- 
national policy have increased. 

In the past four decades the United States has changed from a 
debtor to a creditor nation; our technological developments and mass- 
production methods, coupled with the deplorable ravages of war in 
other countries, have made us the principal world supplier. We are 
looked upon today to contribute our financial and technical assistance 
to large areas of the world. Our leaders, political, commercial, and 
industrial, are besieged with calls for assistance and cooperation from 
many countries. Added te all this, we are confronted with a world- 
wide struggle between two opposing ideologies. 

Our idealism of democracy and our efforts to preserve it have created 
a challenge to help underdeveloped areas maintain their concepts of 
freedom by improving the education and standards of living of their 
populations. 

Our foreign policy has been developing to conform to these changed 
world conditions. There is no question but that, even admitting many 
shortcomings, we and our Western Hemisphere neighbors have ac- 
complished a great deal in this area of the world. 

Regardless of domestic differences of opinion, President Truman’s 
point [IV program was received with great applause and hope in many 
other countries. Great as our desire may be, even the great resources 
of the United States are not enough to satisfy all the demands which 
are being and will be made upon us. Nor can any government which 
receives its revenue from its people through taxation, make unlimited 
resources available. Certainly the amount recently appropriated by 
Congress regs not go very far in a program of this magnitude. 

Although it is true that financing by the International Bank and 
Dp fs ae Bank as well as technical assistance under point IV 
program will to a certain degree give assistance in areas where it is 
needed, our system of free enterprise and = ate initintive affords a 
channel through which the greatest amount of American eanital and 
know-how can be supplied where our participati mn is wanted and 
needed. Such direct and practical participation on a scale commen- 
surate with our present position in the world economy would not only 
directly benefit other areas but would also reflect favorably upon our 
own politic ‘al statute and upon our internal economy. 

It is my purpose not only to discuss one of the miny, but one of 
the most important, aspects of our international problems, that is, 
taxation. 

It is my contention that we must change our fundamental concept 
of taxation in our foreign relations. 

In the middle of the twentieth century the United States is the pivot 
of world affairs and vet we cling to nineteenth century nationalistic, 
ves provincial, prine iples of taxation. 

The basic erroneous viewpoint stems from our fundamental concept 
that taxation should follow citizenship. The leval right to follow this 
theory was tested and upheld by the United States es Court. 
(I nited States v. Bennett (232 U.S. 299); Cook v. Tait (265 U.S. 47).) 

Congress, and Congress alone, can remedy the situation. This, 
Congress has done to a very limited degree. An over-all review of the 
legislative history in this branch of taxation shows clearly that 
Congress has in the past listened sympathetically to proposals made 
from time to time and has recognized the growing importance of our 
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foreign trade and investments abroad as a factor of ever-increasing 
unportance in our domestic economy. 

The general trend toward encouraging foreign trade and invest- 
ments by more favorable tax treatment is evidenced by the 1926 enact- 
ment of section 116 of the Internal Revenue Code excluding from gross 
arned income of bona fide foreign resident American citizens; the 
credits allowed for foreign taxes under section 131; the exemption 
from taxes on dividends of corporations organized under the China 
Trade Act (see. 22 (b) (S)); and the special treatment afforded to the 
so-called Western Hemisphere corporation. Thus it will be seen that 
Congress is not only aware of the problem but has recognized the need 
of special treatment 'n our overseas activities. 

The Treasury Department ts also alert to these problems. It is true 
that that De ‘partment, as the executor and interpreter of legislation 
as enacted by Congress, and as the collector of the Nation's revenues, 
is duty-bound to enforee the Jaw and has done so with zeal and 
efficienc Vy. 

An example of the Treasury Department's recognition of problems 
confronting American interests abroad is found in Com. Mimeograph 
Coll. No. 6475 of March 1, 1950 permitting a carry-over of blocked 
income abroad to future tax vears. 

In his address before the Mexico Pigrims, in New York City, on 
March 7, 1950, Secretary of the Treasury Snyder, stressed the im- 
portance of American private capital abroad, and after specifically 
citing provisions which the administration proposes to incorporate in 
our tax legislation, he emphasized that these measures would be a 
material factor in fostering the investment of private capital abroad. 

On February 3, 1950, in his statement before this committee, 
Secretary Snyder presented a very constructive memorandum on the 
subject of tax treatment of foreign income and specifically recom- 
mended more favorable treatment for: 

|. Foreign branches of American companies. 

2. Credit for taxes paid by foreign subsidiaries. 
) Foreign tax credit relief in general. 

t. Exemption of earned income abroad. 

5. Credit for foreign estate taxes. 

A most enlightening statement on this subjeet was an address by 
Thomas J. Lynch, general counsel for the Treasury Department, 
before the Tax Executives Institute, at Philadelphia, on December 7, 
1949. Mr. Lynch, after a very scholarly review of the over-all picture 
stated: 

It can be seen that efforts cf the United States to encourage private investment 
abroad sre being pursued on many fronts. [t is the belief of the Treasury Depart- 
ment that certain tax mersures will assist these efforts. The Treasury Depart- 
ment is continuously studying this whole subjeet. As T bave indicated, the prob- 
lem of international taxation is a vitel one, and must be coordinated with our 
foreign-econen \ polies The program outlined above will iron out some of the 
inequities in our present system which have accumulated over the vears. We fecl 
that these changes will contribute te the effeetive execution of our foreign poli 

President Truman, on January 20, 1950, sent a report to Congress 
urging removal of tax deterrenis to a revival of investment of America 
private capital abroad. This report was based on recommendations 
of the National Advisory Council on International, Financial and 
Monetary Problems. This Council is composed of the Secretary of the 
Treasury (Chairman), the Secretary of State, the Secretary of Com- 
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merce, the Chairman of the Federal Reserve Board, the Chairman of 
the Export-Import Bank and the Economic Cooperation Admin- 
istrator. ‘The report recommends the following changes in our present 
tax laws: 

1. Extending tax credit to corporations having foreign subsidiaries 
to minority interests; 

2. Granting tax exemption on foreign earned income to American 
residents abroad from the date of acquisition of bona fide nonresidence; 

3. Allowing foreign estate taxes as credits against United States 
taxes; 

4. Extending of credits in cases where foreign operations result in 
profits in some countries and losses in others; 

5. Postponement of taxation on profits of foreign branches until 
remittance of same thereby giving treatment similar to that of foreign 
subsidiaries. 

The Gordon Gray report to the President on Foreign Economic 
Policies, released on November 13, 1950, contains the following: 

Private investment should be considered as the most desirable means of pro- 
viding capital and its scope should be widened as far as possible. It normally 
carries with it skills which are an essential ingredient for effectiveness. There 
should be constant reevaluation of the role which it can play and the burden of 
public spending should be correspondingly adjusted. Further study should be 
given to the desirability and possibility of promoting private enterprise through 
tax incentives, in areas where economic development will promote mutual 
Interests 

It will be recalled that although your committee labored for many 
months on a new tax bill, the domestic problems involved were so num- 
erous and controversial that time evidently did not permit an examin- 
ation of the international aspects of our tax system. Finally, with 
the war in Korea, the new tax law (Revenue Act of 1950) was enacted 
primarily as a domestic measure to raise more revenue, without action 
having been taken upon the problems of taxation as related to our 
foreign trade and investments abroad. 

Much has been said and written about the so-called “dollar gap.”’ 
The shortage of dollars throughout the world will not end merely by 
a reduction of our exports and an increase of imports because with 
present world conditions the United States will for a long time continue 
to be the principal sources of many capital goods not available else- 
where. If the situation is not corrected, however, it will mean a 
continuance of exchange restrictions in most areas which bring with 
them a restriction on trade. While it is not contended that an adjust- 
ment of our taxation in international fields will completely remedy 
the situation, such relief will be a stimulus to investment of American 
capital abroad thereby relieving the existing dollar shortage. And in 
the long run American investments abroad will benefit our own 
economy through the return of profits and dividends as well as the 
application of American technology in foreign fields raising the 
standards of living in many areas. 

The handicaps of American taxation in our foreign relations are 
known abroad. Limiting these observations to Brazil which is today 
recognized to be one of the greatest fields for American investments, 
O Jornal of Rio de Janeiro on March 12, 1950, published an article 
which followed a conference of the American Ambassadors in Latin 
America and which was presided over by the Honorable Edward G. 
Miller, Jr., Assistant Secretary of State. That article declares that 
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the principal obstacle to investment of American capital in Brazil is 
United States taxation. The article states: 

Many an American inventor pays 70 to 80 percent of his Brazilian income; 
although he is permitted to deduct the Brazilian tax of 15 percent on nonresidents 
he still has to pay the difference to the United States Government and is therefore 
no better off than if his investment were made in the United States. 

It concludes by saying: 

Double taxation is one of the stones on the path of trade between Brazil and 
the United States. 

President Vargas in an interview granted to the Diarios Associados 
shortly after the Brazilian elections in October 1950, in outlining his 
policies declared: 

I have always favored the entrance of foreign capital into our country. I know 
that the collaboration of such investments is indispensable to our progress. Indeed, 
the economic history of Brazil is full of splendid examples in this respect. The 
difficulty in this connection is primarily the question of double taxation, especially 
in regard to income tax which has proven the greatest obstacle to the investment 
of foreign capital. The subject as specialists must surely recall, was debated at 
the last conference in Bogota, but its solution depends principally upon the 
United States Congress. 

President Vargas was correct in his interpretation of the present 
situation. Other countries recognize the value of tax incentives in 
this foreign field and take direct and positive action to encourage 
such investments. Many examples could be cited but merely to 
mention one: Canada (twenty-first Parliament 1950 bill No. 177) 
amended the Canadian Income Tax Act by granting tax exemption to 
nonresident stockholders of certain Canadian public utility companies 
operating abroad. Although not mentioned specifically it probably 
referred to the Brazilian Traction Co. which operates the publie 
utilities in Rio de Janeiro and Sao Paulo. This enactment not only 
grants tax exemption to Canadians and other nationals residing 
abroad but also, taxwise, encourages participation by Brazilians in 
joint Canadian-Brazilian ventures in Brazil. 

The recommendations of the National Advisory Council on inter- 
national financial and monetary problems have been indicated above 
and serve as an excellent basis for much-needed changes in our present 
tax structure. It is believed that the Treasury Department’s statistics 
will show that the loss of revenue as a result of their enactment will 
be negligible— in fact any loss will be offset many times by the benefits 
of our over-all economy. 

Legislation along the lines indicated would be a definite progressive 
step in removing one of the greatest obstacles now confronting us in 
establishing a sound fiscal policy in our international trade relations. 

The CHatrmMan. Are there any questions? 

Mr. Byrnes. Mr. Momsen, I wonder if you can give the committee 
any information about the pending development of manganese deposits 
in Brazil. It is my understanding that there is quite a potential there 
for manganese. Do you have any information vou can give the 
committee on that and the source of capital for that development? 

Mr. Momsen. There is a very large manganese deposit in the 
State of Mato Grosso, known as the Urucum deposit, which is now 
in the hands of a Brazilian group. It is my understanding that 
negotiations are going on with an American group to develop that 
deposit eventually. There is another deposit in the Amazon River 
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in the territory known as Amazonas which is also being developed 
bv a Brazilian group. 1 understand that deposit is also being studied 
and will be developed by another Brazilian group. So the two prin- 
cipal manganese deposits in Brazil, if the information I have is 
correct, will eventually be developed as a jomt Brazilian-Americen 
venture and will make manganese available to this country. 

Mr. Byrnes. It is my understanding that there was a consider- 
able amount of negotiation going on not only with reference to the 
development of the deposit but also partly directed to the develop- 
ment of transportation facilities to bring the deposits out. | under- 
stand it is a dual problem, and I was just wondering about the extent 
to which those negotiations have been proceeding. 

Mr. Momsen. IL believe, in the case of the deposit on the Amazon, 
the World Bank has granted a loan to that enterprise. Ll do not 
remember the amount, but I believe it is $15,000,000. In that case, 
it will be necessary to build a railway of approximately 100 miles 
or more to bring the ore to deep water on the Amazon. In the other 
case, the deposit Urucum is practically situated at a deep-water 
location. In other words, the ore can practically be put right into 
the vessels alongside the mine. 

Mr. Byrnes. You referred to both of those developments as 
possible joint American-Brazilian developments. 

Mr. Momsen. Yes, sir. 

Mr. Byrnes. Is that American capital being made available today 
under the present tax situation? 

Mr. Momsen. I believe in the case of the Amazonas situation the 
chief part of the money came from the International Bank. IT am 
not sure about the other money, but I believe perhaps the Export- 
Import Bank would be interested in assisting in financing that. 

Mr. Byrnes. Is it vour belief that the recommendation vou made 
so far as the international tax situation is concerned would lead to 
an increase in developments of that nature? 

Mr. Momsen. I do; ves, sir. One can go much further, of course, 
but L think even these would be of great assistance to American 
investment. 

Mr. Keocu. Mr. Momsen, is it not true that most countries of the 
world have a historical dollar earning in normal times? 

Mr. Momsen. Yes, sir. | do not want to speak about the whole 
world, but | know Brazil does in coffee. 

Mr. Keogu. Do you not know, as a matter of fact, that the dollar 
shortage was aggravated before we had the Marshal plan by actually 
doing such things as “carrying coals to Neweastle’’? 

Mr. Momsen. I did not get your question. 

Mr. Kerogu. Well, before the Marshal plan went into effect, 
England used much of its dollars to buy coal from the United States, 
whereas England for a long time historically was a coal exporter. 

Mr. Momsen. Yes, sir. 

Mr. Keocu. I am thinking of countries like Spain now, which is in 
the market to buy wheat in the United States whereas Spain his- 
torically has always supplied its own wheat. 

My point is that any encouragement we give to the development of 
enterprises abroad for the production of consumer goods that will be 
consumed in that foreign country will relieve that country of the 
necessity of making up deficiencies in the American market and thus 
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will release dollars for the payment to American investors abroad in 
those enterprises of their normal or reasonable return on their invest- 
ments. 

Mr. Momsen. I agree with you absolutely. 

The Cuatrman. If there are no further questions, we thank you 
for your appearance and the information you have given the 
committee, 

Mr. Momsen. Thank you. 

Mr. Simpson. Mr. Chairman, a moment ago I had occasion to read 
a quotation from a statement prepared by the Treasury and sub- 
mitted to the committee last vear having to do with their recommenda- 
tions for changes in the tax laws tn furtherance of the point 4 program. 
I ask unanimous consent that the Treasury be requested to insert in 
the record at this point their recommendations for changes in the tax 
laws to aid in the development of the point 4 program. 

The Cuatrman. Without objection, it is so ordered, 

(Following is a statement submitted by the Treasury Department 
in connection with the Revenue Act of 1950, relating to its proposals 
for the treatment of foreign income:) 


Tue Tax TREATMENT OF ForeIGN INCOME 


This memorandum provides background information on the proposals for the 
revision of the tax treatment of the foreign income of United States taxpayers 
which have been advanced with a view to promoting private investment in unde- 
veloped foreign countries, in accordance with the President's point 4 program. 
One of these proposals would alter the tax status of income derived by foreign 
branches of United States firms. Two relate to the credit allowed for income 
taxes paid to foreign countries. One deals with the tax exemption accorded 
United States citizens who become foreign residents, and another with the estaie 
tax. 

I. PRESENT TAX TREATMENT OF FOREIGN INCOME 


In general, United States citizens, residents, and corporations are subject to 
Federal tax on all their income whether ii is of domestic or foreign origin. Double 
taxaiion of foreign income is avoided by the allowance of an offset or credit 
against United States tax for income taxes paid to foreign governments. In 
addition, the law grants, under certain conditions, exemption or preferred taxation 
of income derived in certain geographic areas. Income earned abroad by foreign 
subsidiaries of United States corporations is taxed here only after it is remitted 
to the United States. 

A. The fore ran tar eredil 

When income arises from transactions which involve the movement of capital 
or persons between countries, each of the countries involved may impose a tax on 
such income, Many foreign countries in which there are American investments 
do impose income taxes, and to cope with the resulting problem of double taxation, 
the foreign tax eredit has been devised. The credit provision permits taxpayers 
to apply income taxes paid abroad against their United States tax liability on foreign 
income. It thus tends to limit the combined foreign and United States income 
taxes paid by American corporations or individuals to the level of the Federal 
income tax. In effect the Federal Government absorbs, up to the United States 
rate, the taxes paid 10 a foreign country on foreign income, 

In addijion to meeting the problem of double taxation through the eredit device, 
the United States has entered into treaties which deal with certain selected 
aspects of the double taxation problem For example, the credit device is inetTec- 
tive in eliminating double taxation when a given item of income is considered 
by each of two countries as having originated within its borders. By means of 
the treaty approach, it is possible to alloeate such income to one of the countries 
in a manner satisfactory to both. The United States now has treaties with six 
countries: Canada, Great Britain, Sweden, Denmark, France, andthe Netherlands 
Treaties with five countries are before the Senate for ratification: Belgium, New 
Zealand, Norway, Union of South Africa, and Ireland. Agreements with a 
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number of other countries, including Colombia, Cuba, Mexico, and Italy, are 
under active discussion. 
B. Exemption provisions 

I:xisting law provides partial or complete income-tax exemption for income 
obtained in certain areas. The most significant provision is the exemption from 
the corporate surtax (now 14 percent) first granted in the Revenue Act of 1942 
to so-called Western Hemisphere trade corporations. In order to qualify, these 
firms must derive substantially all their income from the active conduct of trade 
or business in the Western Hemisphere but outside the United States. 

Of less importance is the complete exemption granted to individuals or corpora- 
tions deriving SO percent or more of their income from the operation of a business 
in a United States possession. At the present time the benefits of this provision 
gO to enterprises conducted in Puerto Rico, the Canal Zone, Samoa, Guam, and a 
few other Pacific islands. China Trade Act corporations are another class of 
United States enterprise which receives complete tax exemption. Complete tax 
exemption is also granted to United States citizens on their earned income from 
foreign sources if they have established bona fide residence in a foreign country. 


Il. FOREIGN BRANCHES OF UNITED STATES FIRMS AND FORBIGN SUBSIDIARIES 


The tax liability of an American company with respect to profits derived from 
business operations abroad varies according to whether the foreign enterprise is 
conducted as a branch of a United States corporation, or as a foreign subsidiary. 
Even though it may be wholly owned in the United States, a corporation organized 
under the laws of another country falls outside the scope of the United States 
income tax! Therefore, the earnings of a foreign subsidiary can be aceumu- 
lated indefinitely free of United State tax. The earnings become taxable to the 
United States parent corporation only when and to the extent that the parent 
receives dividents from the foreign subsidiary. 

In contrast to the exempt status of the income retained abroad by a foreign 
subsidiary, the income of a foreign branch of a United States firm is included 
currently in the taxable base. The tax applies whether the foreign income is 
retained abroad or remitted to the United States, 

The difference between the tax treatment of branches and of subsidiaries gives 
the subsidiarv form of organization an advantage in many eases. A United 
States enterprise which intends to expand its foreign operations from earnings 
abroad would tend to establish a foreign subsidiary. It eould then devote each 
dollar of earnings abroad to that purpose. If it establishes a foreign braneh, it 
would have at its disposal 62 eents out of each dollar of income to expand its 
business activities, assuming it Was subject to the standard 3S percent tax rate. In 
addition, foreign subsidiaries have a tax advantage over branches in that they 
possess greater lecwav in offsetting the losses of one vear against the income of 
other vears. In effect they have an unlimited carry-forward of losses. 

Despite the faet that business operations abroad eonducted through foreign 
subsidiaries generally have a tax advantage, branch operations actually oceupy 
an important place in the foreign investment picture. In 1947, for example, it 
is estimated that of about 1.2 billion dollars of income from direct private invest- 
ments abroad, approximately one-third was derived by branches of United States 
corporations.? 

It would be difficult to aceount for all the faetors that enter into a decision to 
operate a branch abroad instead of a subsidiary, but some of the more important 
ones mav be noted A branch of an American firm has a stronger claim to the 
official proteetion of the United States, and may have greater freedom in eonduct- 
ing its operations abroad. \ foreign subsidiary, on the other had, is the creation 
of the country in which it is organized, and is more likely to be subjeet to certain 
requirements as to the participation of foreign capital, the use of foreign manage- 
ment personnel, the employment of foreign emplovees, and the like. <A foreign 
branch may possess certain historical rights in a particular country which would 
he lost if a corporation were ereated. Finally, if branch onerations result in a 
loss, that loss may be offset against income from other sources including income 
from the United States. 
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Investment decisions are made by taking into account all the foreseeable risks 
and balancing them against the opportunity for profit. The weighing of the 
different considerations becomes more complicated when the investment is to be 
made abroad. To the extent that United States law introduces tax differentials 
which have to be balanced against various nontax factors, further complications 
are introduced. In general, the tax laws should be adjusted so as to minimize 
such complications to the extent consistent with the over-all requirements of an 
equitable tax system. 

One such adjustment can be made by granting United States firms the election 
to have the income of foreign branches treated for tax purposes in substantially 
the same manner as that of foreign subsidiaries. It is therefore proposed that the 
tax on foreign-branch profits be postponed until they are remitted to the United 
States. Such a method of taxing foreign branches has other advantages from the 
point of view of stimulating foreign investment. It would enable branches to 
obtain the benefit of tax incentives which some foreign countries offer for the 
reinvestment of earnings within their borders. At present a reduction in the 
foreign tax may be offset by a commensurate increase in the United States tax, 
and the inducement to reinvest is dissipated. 

It may also be possible as a result of the proposed treatment of branch income 
to minimize troublesome problems that arise when foreign exchange controls are 
imposed in a foreign country. At the present time, it is necessary to ascertain, 
for example, whether the income earned abroad is available for use by the tax- 
payer, and hence taxable, or whether it is in fact blocked by the laws of the 
foreign country and therefore not taxable. 


Ill, THE CREDIT FOR TAXES PAID BY FOREIGN SUBSIDIARIES 


An American corporation is permitted to apply, within certain limits, the 
income taxes paid abroad as a credit against its United States income tax. The 
corporation is also permitted such a credit when it receives dividends from abroad 
for the taxes paid by a foreign corporation provided there is & parent-subsidiary 
relationship between the two. The domestic corporation must Own a majority of 
the voting stock of the foreign corporation. 

The foreign tax credit with respeet to dividends from a foreign subsidiary dates 
from the Revenue Act of 1921. It has been a highly suitable method of elimin- 
ating double taxation throughout the vears that have elapsed. However, the 
nature of the foreign investment picture is such that a modification of the original 
provision would be highly desirable. 

There has been an increasing emphasis in foreign countries on the participation 
of local capital in the ventures of United States businessmen. Such participation 
enables the foreign country to benefit to a greater extent from the development of 
its resources and to educate its businessmen in the technique of modern enterprise. 
From the point of view of the United States investor, the participation of local 
capital may be desirable, because it helps to achieve a more receptive attitude 
toward the business. It is also a growing practice for American businessmen to 
spread the risk (and the profits) from a foreign venture by joining with other 
United States firms in organizing a corporation to conduct the enterprise. 

If the foreign firm is owned in equal shares by the American corporations, none 
of them obtains the benefit of the foreign tax credit. If there is a 60-40 distribu- 
tion of ow nership, one of them is eligible for the foreign tax credit and the other is 
not. 

It is proposed, therefore, that the majority-control test be abandoned so that 
the credit will be available to all owners of a foreign enterprise. This would 
encourage potential investors to pool their resources in undertaking new ventures 
in foreign countries, and it would facilitate greater participation of foreign capital 
in enterprises that United States businessmen undertake. 


IV. THE OVER-ALL LIMITATION TO THE FOREIGN TAX CREDIT 


The credit for foreign income taxes is limited by two provisions. One is fre- 
quently referred to as the over-all limitation and the other is the per country limita- 
tion. The over-all limitation provides that the credit for all foreign income taxes 
shall not exceed that proportion of a taxpaver’s liability which his entire income 
from foreign sources bears to his total income. This limitation was adopted in 
1921, several vears after the foreign tax credit was inserted in the law. At that 
time the Wavs and Means Committee explained the need for the over-all limita- 
tion as follows: ‘“The income tax law allows a credit, dollar for dollar, against our 
tax for any income or profits taxes paid to any foreign country * * * Where 
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same restriction with respect to the taxes paid to each foreign country individually, 







as the over-all limitation imposes with respect to the taxes paid to all foreign 


countries in the aegregate. As a res It, the hig tax rates of one foreign country 
prevented from inereasing the credit allowed for taxes in another foreign 
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country having low rates. 

With the adoption of the per country limitation, the effectiveness of the over-all 
limitation became limited to taxpavers that conduct business operations in more 
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an one foreign country, and realize a loss in one country and a gain in another. 










Suppose, for example, that a taxpayer derives $1,000 of income in country A, 
and suffers a loss of $1,000 in country B On a net basis he has no income from 
foreign sources, and under the over-all limitation, he is not permitted any credit 





for the taxes paid to country A 
The over-all limitation in its present form thus impedes the establishment of 
additional enterprises by firms already engaged in business abroad. The risk of 






incurring a loss is, of course, the major obstacle to new investment, and the 
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over-all limitation tends to inerease the burden entailed by a loss 
It would be possible to meet the difficulty by liberalizing the provisions govern- 
iw the foreign tax credit so that greater tax relief would acerue to a taxpaver 















whose activities result in a net profit in one country and a net loss in another. 
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By virtue of our use of the concept of citizenship as a basis for tax, individuals 
who go abroad even for extended periods of time may still remain subjeet to 
United States tax laws. However, individuals who establish a bona fide residence 
n a foreign country are exempt on their earned income from foreign sources. 







Thev continue to be taxable on their unearned income 

The exemption provision for earned income begins to apply only with the first 
full vear of bona fide residence abroad. Accordingly, if an individual leaves the 
United States in February of 1950 to take up a bona fide residence in a foreign 


country, he can qualify for the exemption only with respect to his earnings for 
the vear 1951. The tendeneyv of this provision is either to delay the departure 
of those contemplating service in foreign countries until the end of a vewr, or to 











aceelerate the departure of such individuals. The result, in cither Case, is to 
interfere with the optimum arrangements for training procrams by business firms, 
and with the proper settlement of the business and personal affairs of those going 







abroad, 

It is suggested therefore that the exemption provision be made app icable to 
the entire period of an individual’s bona fide residenee abroad. The present 
ibilitv requirement for attaining an exempt status would remain but, one: it 
Was acquired, the ex mption would apply to the individual's entire earned income 
from foreign sources. This would require a refund of tax on income earned 
. the first part-vear of an individual's bona fide residence abroad. 
























REDIT FOR FOREICN ESTATE TAXES 





VI 















The present Federal estate tax appli all transfers of property by United 


States citizens and residents irrespective of the loeation of the property \- a 








result, the estates of individuals who go abroad or make investments in foreign 
countries may be subjeet to tax in more than one country. Both as a matter of 
equity and in order to eneourage the expansion of foreign investment, it is desir- 
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countries to eliminate double taxation on the transfer of propertv. However, 
the treatv process is necessarily a slow one And estate tax treaties are now in 
effect with onlv three countries——Great Britain, Canada, and Frane 

The elimination to a large extent of double taxation of estates can be achieved 
by a foreign tax eredit similar to that emploved under the ineome tax The 
principles of such a eredit provision are well known and widely understood, Sue 
a eredit provision would not eliminate the need for treaties, but it would solve a 






problem whit 
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The CHairmMan. The next witness is Mr. Thomas N. Tarleau. 
Please give your name, address, and the purpose of your appearance 
for the benefit of the record. 


STATEMENT OF THOMAS N. TARLEAU, VICE CHAIRMAN, COM- 
MITTEE ON TAXATION AND PUBLIC REVENUE, COMMERCE AND 
INDUSTRY ASSOCIATION OF NEW YORK, NEW YORK, N. Y. 


Mr. Tarteav. My name is Thomas N. Tarleau. 1 am appearing 
as the vice chairman of the committee on taxation and public revenue 
of the Commerce and Industry Association of New York. 

Just to refresh your memory a little about the association, the 
Commerce and Industry Association of New York is, in essence, the 
chamber of commerce of the city of New York. It has over 3,000 
members and is a pretty representative cross section of the business 
done in the largest city of this country. Eighty percent of it, as is 
quite natural, would be in the category of small business, which is 
pretty typical of what would happen in any city. Most business is 
small business. 

We have all types of business represented in our association; we 
have manufacturers, wholesalers, retailers, and so forth, 

The statement I prepared for vou today, unfortunately, had to be 
prepared with a great deal of a rush. The President's budget message, 
the suggestions of the Secretary of the Treasury with respect to 
increased taxes, and then the question of getting our committee 
together to consider the proposal gave us very little time for mature 
judgment on all aspects of the problem. We therefore would like the 
committee’s permission to submit a memorandum with more detailed 
recommendations at a later date during the committee's consideration 
of this tax bill. 

Mr. Miuus (presiding). And have it inserted at the conclusion of 
your remarks today. Js that vour desire? 

Mr. Tarveav. If vou will. 

Mr. Minis. Without objection, it is so ordered. 

Mr. Tarveav. As | have indicated, in the nature of things, our 
comments will have to be pretty general, and L won't take the com- 
mittee’s time im reading all of this statement. 

The CHarmmMan. But vou would like to have it inserted in the record? 

Mr. Tarteav. | would like to have it inserted in the record. 

The Cuainman. Without objection, it is so ordered. 

Mr. Tarteav. Our feeling, of course, is that in essence the great 
problem that confronts us is not only the tax problem but a problem 
of appropriations; that any consideration of new taxes is conditioned 
upon the amount of anticipated expenditures of the Government. 
And, of course, while the Committee on Ways and Means is not 
charged with the appropriation responsibility, it certainly is, of course, 
In My estimation, the great committee of the Congress and ts the 
committee in which the ability to confine the appropriation respon- 
sibility by the raising of funds ean most be felt. 

The feeling of the nssocintion is that budget cuts must be made in 
the 71.5 billion dollar budget. Of course, budget cuts are a very 
difficult problem for any association to deal with. We are not equip- 
ped to make a detatled analy sis of the budget, but our fecling is, from 
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a consideration of statements made by other persons who are inter- 
ested in the problem, that a budget cut of $7,000,000,000 should 
urgently be sought by the Appropriations Committee. 

We feel that, whatever the budget cut, whether we can make a 
budget cut of $7,000,000,000, which we think should be made, the 
pay-as-you-go tax policy that the Secretary recommended must be 
continued; that whatever burden of taxation is necessary to meet the 
contemplated expenditures must be met; that whatever hardship there 
is in it, the burden of taxation proposed by the Secretary is one which 
we might say leaves us on an austerity basis in Federal financing, and 
that austerity basis must not only be realistic to the taxpayer in his 
responsibility in providing the revenue, but the austerity basis must 
as well go down to the governmental activities and governmental 
expenditures. 

With that statement, I would like to pass on to the tax proposals 
themselves. 

The Secretary has recommended tax revenues of about 
$10,000,000,000. Necessarily, as | have indicated, our tax recom- 
mendations must be general and somewhat tentative, but we believe 
$10,000,000,000 in revenues must be raised and can be raised. 

I would like to indicate generally our attitude toward the different 
sources of revenue that have been suggested. In the first place, we 
believe the excise tax must fill an important role in raising the 
$10,000,000,000. The Secretary has suggested, as you recall, an in- 
crease in certain selected excises. We believe, rather, that a broad 
manufacturers’ excise tax on all products except food would be prefer- 
able to a selected excise tax increase as proposed by the Secretary. 
We believe a broad tax base with a 5-percent rate, let us say, is 
preferable to a smaller tax base with | a very high rate—for example, 
20 percent in the case of automobiles——for several reasons. In the 
first place, the idea of selective excises to cover only luxury articles is 
not, in our opinion, realistic. For many persons who are not luxury- 
minded, the automobile is more than a luxury; it is one of the neces- 
sities of life. While a selective excise tax may have a valuable fune- 
tion and may be necessary in order to curtail the consumption of 
certain scarce goods, as a revenue measure we believe it is undesirable. 
We believe that a broad tax base on all items except food would be a 
greater aid in the fight on inflation than a tax on selective items. <A 
broad tax covers all of our taxpayers. 

Finally, and more important in our opinion, the $3,000,000,000 
revenues from selected excises is constantly in danger from a curtail- 
ment of production of the articles to which those excises are applied. 
A 20-percent manufacturer's excise tax on automobiles is necessarily, 
by the nature of things, bound to be curtailed as the number of auto- 
mobiles produced is curtailed, whereas an excise tax on a very broad 
base is not subject to that infirmity. In other words, we have greater 
stability the broader the base; we have less stability of revenue the 
narrower the base. 

If there is to be a general excise tax, we favor an excise tax at the 
manufacturer's level rather than at the retailer’s level. We do that 
for several reasons. In the first place, the manufacturer’s tax can be 
administered much more simply and much more effectively, with 
much less of a problem of tax avoidance than at the retail level. The 
reason is obvious. There are only 300,000 manufacturers paying 
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taxes—not that 300,000 is not a tremendous number, but as compared 
to over 3,000,000 retailers, the difference is so startling and so great 
that the administrative problem is a great deal sunpler with a manu- 
facturer’s tax than with a retailer's tax. 

In the second place, a retail tax is a field which historically has been 
delegated to the cities and States, and to impose a Federal retail tax 
in addition to the many similar State taxes would lead to numerous 
difficulties of taxation. 

The final reason | would like to point out for preferring a manu- 
facturer’s tax is that not only are those administrative reasons com- 
pelling, but the experience the Canadians have had with a manu- 
facturer’s excise tax, providing we can learn from the experience of 
others, is such that the infirmities which are inherent in it— namely, 
the pyramiding infirmity, which I think is the great infirmity of any 
manufacturer's excise tax and is one of the reasons why, for a great 
many years as a private citizen, | have opposed it—the Canadians 
seem, after a shake-down period, to have eliminated to a large extent. 
We have estimated that revenues of $5,000,000,000 would result from 
a manufacturer's excise tax on all items but food. 

The Cuainman. At what rate? 

Mr. Tarveavu. At 5 percent. This is based on the assumption 
that present excises on products other than liquor and cigarettes will 
be removed or curtailed. That does not necessarily mean you should 
remove or curtail them. This $5,000,000,000 estimate is only what 
it would raise on all items except food and keeping the present rates 
on liquor and cigarettes. 

After we leave the excises, then we come to the problem of increases 
in the personal income tax. 

Mr. Reep. Right on the subject there of the manufacturer's excise 
tax, would you mind explaining briefly, if you will, just how they 
administer that? Just how do they apply that tax? 

Mr. Tarveav. I am not exactly sure of the complete content of 
your question or my capacity to answer it. We do have a manu- 
facturer’s excise tax in the law now, and the person who pays for the 
article that is available for sale finished is the final purchaser from 
the manufacturer, and that is the price of the finished article that 
the excise tax would apply to. 

Mr. Reep. That is the price to the wholesaler or jobber or retailer 
or what not? 

Mr. Tarueav. Precisely. 

Mr. Reep. Wherein does the way we administer it differ from the 
way they administer it in Canada, if at all? 

Mr. Tarveav. In particular—I am not familiar with all of the 
details of the Canadian law, but the big problem is this—I do not 
want to discuss it, even though we favor the manufacturer's excise 
tax—the big problem in the integrated business, where the manu- 
facturer does not sell directly to the public, is the mark-up on the 
manufacturer's selling price. The manufacturer sells plus the 
5-percent tax; so that article which cost $100 is now sold at $105. 
Let us say the jobber has a 10-percent mark-up. In disposing of it, 
it is not 10 percent, unfortunately, on the $100; it is 10 percent on 
the $105. So to the next fellow, it is not the tax of $10 but his mark-up 
is on the $10 plus. 
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Now, the big problem is the pyramiding as we go through the 
various strata until it reaches the consumer. The Canadians have 
attempted to meet that problem. Unfortunately, | am not in a 
position to advise the committee of the mechanics of how the 
Canadians handle it, but we attended a committee meeting day 
before vesterday in which I was told the Canadians had experienced 
difficulty in the first vear with this broad excise tax, but they have 
now tried to tsolate the factor of the manufacturer’s excise tax and 
prevent it from being an item of cost which would be pyramided 
before it reaches the consumer. 

I do not know whether | have made myself clear. 

Mr. Reep. | get the idea. 

Mr. Tarveav. That is one of the problems vou naturally would 
have to meet. 

Mr. Mitus. Let me ask vou a question there. Is it not true that 
in Canada they have perfected their manufacturer's tax to the point 
thant thes avoid the problem of double taxation on the same article? 
ts that what vou are referring to? 

Mr. Tarteav. Precisely. 

Mr. Mitus. That is somewhat different, though, from the pyramid- 
ing effects of the manufacturer’s tax. What [ mean is this: The 
manufacturer charges a dollar, sav, for a particular unit that is 
produced. Suppose the manufacturer’s tax is 5 percent on that, or 
5 cents. When the wholesaler buys that unit it costs him $1.05. 
Suppose he expects to make 10-percent profit. He takes into con- 
sideration in the sale of the article, as T understand, the amount of 
the tax as part of the total cost of the unit 

Mr. Tarnceav. You may be right, and | defer to vou, Mr. Mills, 
because vou at least have read the Canadian law, and | have net had 
the benefit even of reading it. T was told at our committee meeting. 
One of the points | was personally concerned about, the pyvramiding 
of the tax, was brought up, and they told me the Canadians have at 
least counteracted to a very great extent that pyramiding effect vou 
mention, 

Mr. Minis. The point is, whether vou are correct or not, with 
respect to the Canadian experience, that it is a matter of great con- 
cern this pyramiding--and perhaps in the United States, with price 
controls, it might be handled. 

Mr. Tarceav. It might be, although vou would have to sell me 
personally am not speaking as vice chairman of the Committee on 
Taxation and Public Revenue of the Commerce and Industry Asso- 
ciation of New York——you would have to sell me on how you are 
going to do it. IL do think the pyramiding situation is somewhat 
umproved over what it was when I was in the Treasury some vears 
ago when business was far more integrated, but it is still a problem 
that has to be faced. 

Mr. Reep. One more question in connection with what Mr. Mills 
developed. What effect does that have on your proposal the roll 
back and the freeze? 

Mr. Tarieavu. Again, the roll-back and freeze are subjects with 
which, unfortunately, L am not too familiar, but to the extent that 
thev do decrease the manufacturer’s price they naturally decrease 
the revenue vou obtain from selected excises. And that illustrates 
the first point | made. When we deal with selected excise taxes as 
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suggested by the Secretary, which is a way of handling this problem, 
I think the effect of extravagant action—for example, our feeling 
that we want to conserve scarce material, our feeling that we must 
curtail because of too much manpower being used to manufacture 
that particular product-— necessarily has a harmful effect on the tax 
revenues, And since that is bound to occur im different parts of our 
manufactured production, unless we have a pretty broad tax base, 
we are going to have an instability of revenues. That is the reason 
we prefer a general tax over selected excises. 

Mr. Reep. Won't a manufacturer’s excise tax, in vour opinion, 
tend to lower the volume of production generally and that will tend 
to decrease revenues? 

Mr. Tanrveav. | started out with the broad premise that any tax, 
good, bad, or indifferent, is deleterious; that the tax is a tribute the 
State levies upon the manufacturer. Therefore, ] would assume it is 
another impediment to going foward, because it means he must sell 
his product at a sum plus the tax. [donot believe, however, speaking 
of the situation where we have a vast amount of money outstanding 
and we have inflation rather than deflation, that a 5-percent tax 
would be harmful to production. That is my own opinion. 

Mr. Byrnes. Are you referring to this manufacturer's excise tax? 
What are vou going to do as far as imports of manufactured items are 
concerned? 

Mr. Tarteav. You mean with the import excise tax we now have? 

Mr. Byrnes. No. You are suggesting a 5-percent manufacturer's 
excise tax. Would that also apply to imported items? 

Mr. Tarteav. An adjustment would have to be made, naturally, 
for imported items. Whether that should be the wav we would handle 
the import excise tax or how that matter should be handled Tam not 
prepared to state today. Your point that we cannot burden ourselves 
with this and hot the other is a perfectly eood one. 

Mr. Byrnes. It seems to me vou do have a problem there, since 
vou are levying an across-the-board manufacturer's tax and then you 
also have some competition with imports. Just what vou would 
end up with, particularly in view of the fact that vou do have agree- 
ments in regard to the importation of those items 

Mr. Minis. Lam sure there must be an answer to it-IT do not know 
What it is because we import automobiles today that are subject to 
a manufacturer's tax. Those automobiles are imported and the 
mantfacturer’s tax ts paid. 

Mr. Tarteav. Quite obviously | think Mr. Byrnes point is well 
taken. We must have in mind if the articles are manufactured here 
or abroad for consumption in the United States. 

Mr. Byrnes. | just wondered whether vou had some suggestion as 
to how that might be taken care of. 

Mr. Kean. The Canadian tax is 8 percent; is it not? 

Mr. Tarteav. | believe so. Of course, any personal income tax 
is In some respects the one that brings the tax burden most clearly to 
the American public. We considered in the small amount of time 
available to us the desirability of a four-poimt increase in each bracket 
that was suggested by the Seeretarv. We feel if the individual income 
tax levy is to be increased, naturally there will be a diversity of means 
and methods by which to increase it. The feeling of our committee 
is that it is probably desirable to go along with Secretary Snyder's 
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suggestions about increasing income taxes in the manner he has sug- 
gested. We do believe the $4,000,000,000 which he believes will be 
raised in added revenue from his proposal is probably conservative 
and that the revenues could be well over $4,000,000,000 because of the 
generally high income levels which we hope will continue to prevail. 

The next problem, and one the Secretary touched on, is one we 
feel quite strongly about. That is the reduction of special privileges 
in the income-tax system. That is, when our whole economy is called 
upon to pay higher taxes, the whole field of tax exemption should be 
critically examined. We feel, for example, future issues of State and 
municipal bonds should be subject to tax. We feel, whereas some 
recognition should be given to depletion, that the depletion allowances 
must be reexamined. We believe section 101, dealing with tax-exempt 
organizations, should carefully be combed to see to it that business 
operations should pay their share of the tax burden. 

With respect to corporate taxes, we believe we have our greatest 
difficulty for this reason. We, the members of the Committee on Taxa- 
tion of the Commerce and Industry Association, realize that corpora- 
tions will have to pay higher taxes. We do feel, however, with the 
47-percent corporate tax level which vou reached since the beginning 
of 1950, from a 38-percent level—in other words, a 9-percent increase 
on a tax of 38 percent—-plus the excess-profits tax has placed a tre- 
mendous increase on corporations. We believe undoubtedly corpora- 
tions will have to pay even higher taxes, but we think the effect of 
this drastic increase and the effeet of the exeess-profits tax should be 
carefully considered by this committee from the material it will have 
available to it, from an examination of the returns as they come in, 
and from the material the Treasury can furnish before it makes up 
its mind at what level corporate taxes should be increased. 

These increases, as I say, have been most drastic. They have 
occurred in a very short period of time and, in addition to that, the 
effect of this increase is not vet fully apparent even to the corpora- 
tions themselves. We are not therefore saving and | do not want it 
construed as saving corporations should not pay higher taxes, but we 
are puzzled and greatly puzzled as to what level the taxation should 
actually be. How high can we safely go in corporate taxation which, 
after all, is a form of taxation on business; it is not a tax on the ulti- 
mate beneficiary of business—how high can that tax safely be put 
without impeding the high level of production is our great battle in 
the struggle that now confronts us. 

There is one more point 

Mr. Reep. Before you go to the next point, of course, you have 
taken into consideration the taxes corporations have to pay to the 
States. 

Mr. Tarcveav. Precisely. 

Mr. Reep. Now, then, if we put this tax up to 58 percent, what 
are the States going to do? I noticed in a report from New York the 
other day that the States now have increased their debts $5,000 ,000,000 
by borrowing, and I was just wondering how big the take is going to 
be from the corporation; how much they are going to take of every 
dollar they make. And, of course, in many of the cities, they pay 
taxes, too. So I just wonder what the take is going to be all told. 
Have your people worked that out? 
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Mr. Tarteav. We have a good many local taxes; we have a 5.5 
pereent corporation tax now. We have city gross receipt taxes for 
doing business in the city. Of course, all these are deductible from 
the Federal tax, and we must bear that in mind. Nevertheless, only 
a part of it can be absorbed. 

The burden on corporation’s ability, and the extent of that burden 
is what really concerns us. We want to get from corporations, it 
seems to me, and | am again speaking as an individual, we want to 
get from corporations every dollar of tax revenue that we can without 
impeding the successful function of our economy. But we are getting 
close to the border line; | think it is pretty well recognized, and we 
want to find out how close we can get without danger. 

And, the situation is changing a great deal, since the last time vou 
considered a tax bill. For one thing, we have price control. How 
effective that will be, and what its effeet on revenue colleetion will 
be, and the ability of corporations to pay these higher taxes, I do not 
know. The situation now is one in which the information available, 
at least to this committee of industry associations, is so limited that 
what we would like to do is submit a more detailed report later on. 

Mr. Reep. In the first place, the tax on a corporation is also a tax 
on the individuals that have to pay the tax in the end; is that right? 

Mr. Tarteav. Well mv feeling is that the collection of a corpora- 
tion tax, as a tax, is, in effeet, using the corporation as a collection 
agency to pay the tax of the stockholders. And perhaps that is the 
most effective way. 

Mr. Reep. That is one way, of course. 

Mr. Tarueav. That is by no means saving that | would prefer it. 
I have argued for that svstem. However, to be perfectly candid with 
you, it is my own belief, that to a large extent, or to a greater extent, 
that is normally the situation. Speaking again for myself, so far as 
corporation taxes being passed on to the consumer is concerned, that 
is bound to be so. We know that the small corporation cannot pay 
the taxes and maintain its level; the corporation would not be able to 
pay the taxes, but it must be passed on. 

Mr. Reep. Yes 

Mr. Tarneav. And they have been able to pass them on. My 
point is that it is difficult to judge the corporation’s ability, under the 
heavy taxes of 1951 as compared with 1950, because if we are going 
to put price ceilings and assume they are going to be effective, what 
we are doing is freezing the price level, and we are adding to a very 
large extent, to the price and then passing to the corporation's stock- 
holders a situation that differs somewhat from anything we have had 
before, and that requires reexamination. 

Mr. Reep. If vou can work out somewhat accurately or even ap- 
proximately an illustration of just what this tax load is going to be, 
added to the proposed Federal tax, plus the local taxes, | would appre- 
ciate having it very much. 

Mr. Tarveav. | will be glad to supply that for the record. 

Mr. Reep. Thank vou. 

(The information requested, when received, will be placed in the 
committee files.) 

Mr. Tarteav. The final point that 1 want to make, and then I will 
stop, Mr. Chairman, is the matter of the retroactive recommendations 
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of the Secretary. It has been extremely difficult for corporations to 
make the adjustments to the retroactive tax increases that have here- 
tofore taken place. I can personally tell you of the difficulties we 
have had in having these taxes made retroactive in all of these tax 
law s. 

We therefore believe that this suggestion, for example, for a two- 
package bill is one that distresses us a great deal. When you remem- 
ber that the first-package bill will probably not be completed in a few 
weeks, and to a greater extent, even the first-package bill, if made 
retroactive, there is bound to be considerable difficulty in working 
it out. 

Mr. Reep. That is the thing that disturbs us here; that is the prob- 
lem we have before us here. 

Mr. Tarteav. Yes. Let me call attention to what has been men- 
tioned in the Secretary's statement of the probability of increasing 
capital-gain taxes. Now without going into the merits or demerits 
of increasing the capital-gain tax, the fact is that—and there was no 
indication, in fact, it was not clear from the Secretary's statement that 
it Was to be retroactive—but it seems to me that that would be a very 
inequitable and dangerous thing to do, because a capital-gain tax is 
in a sense an excise tax, and we do not expect to have excise taxes 
made retroactive. And we strongly urge the committee, whatever it 
may be, that the capital-gain tax not be retroactive. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. King. 

Mr. King. Mr. Chairman, I have just one or two questions. I] am 
concerned about the last paragraph on page 3. 

Mr. Tarieav. | am too. 

Mr. King. Do you refer or intimate that is an exemption on per- 
sonal income? 

Mr. Tarteav. No; we were only dealing with the so-called tax 
loopholes in our law. That is to revise the provision with respect to 
tux-exempt institutions, revise the tax with respect to State taxation 
and municipal bonds. We have a rough estimate, but I would hate 
to have to defend that article before this committee. 

Mr. King. Mr. Tarleau, in the next paragraph of your statement 
you say this: 

In an attempt to make the budget more palatable, many nondefense items are 
tied to the coattails of the defense effort, 

T would like if vou will to explore or enlarge on that a bit. What 
information do you have? , 

Mr. Tarteav. Well let us take the St. Lawrence waterway. That 
has not appeared as a part of the budget heretofore. It may have 
definite defense implications. As a matter of fact, practically every- 
thing that the budget includes should have defense implications. — If 
it does not, it does not belong in the budget. We are now at the 
point where we should, and | am sure nobody disagrees, we are at the 
point where we must face the fact that items in the budget should be 
limited to those for defense. There are items here that bave never 
appeared in a defense budget. 

I do not use that language, however. I do not know the language 
happens to be in precisely that wording. I do not think it is a fortu- 
nate way todo it. There are items which | would not have included 
in a defense budget, items which have a very defense implication, as 
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a part of an $18,000,000,000 amount, over and above the fixed charges 
and the defense part of the budget. 

It is a small point, but it is one that aggravates us, because we do 
have the feeling that we cannot analyze a budget to the degree that 
we otherwise could. It does not disturb me too much, but I do think 
it is an unfortunate way to approach people who are earnestly en- 
deavoring to find out what a fair tax bill and a fair tax rate should 
be and to determine what increases in taxes are necessary. 

Well, I think that is all I have to say on that. 

Mr. King. You do not have any other items in mind? 

Mr. Tarteav. Well there are other items. 1 could give you a list. 
One, is the public-health program, for example, which again | think 
certainly, to the extent that it may be necessary—and I am not talk- 
ing about the fact that you cannot justify it—you can justify certain 
expenditures by reason of the defense implications. My feeling is 
that we must justify all, or practically all of the expenditures based 
on defense implications, 

Mr. King. My reason for being allergic to that particular para- 
graph and that as far as my mail is concerned, the people who write 
me, and | do not know but what they seem to be more allergic to non- 
defense spending than probably to any other single item, and they 
write me about them. 

Mr. Tarueav. Yes. 

Mr. Kine. That accounts for me being somewhat allergic to any 
items that appear, and they ask for information, and | would like any 
information bearing upon any of the nondefense nature of these items. 
I would be very pleased if you could advise me. 

Mr. Tarteav. We will be glad to do so. 

Mr. King. Any information that will be helpful. 

Mr. Tarteav. Mr. Chairman, I do not mean to be invidious in my 
comments upon any of these items. 

Mr. King. Lam sure of that. 

The Cuarrman. Mr. Tarleau, we have great respect for vour views, 
as vou know we have had for many vears; we know that vou are sin- 
cere in your suggestions. You have referred to a general sales tax 
at the manufacturers level, and suggested that it is much easier to 
collect and that perhaps we would get more revenue in that way. 

Now let me ask vou this: And I have never believed too much in a 
manufacturers sales tax, or any sales tax, but in a desperate situation 
sometimes we have to do desperate things. LT have thought that a 
general sales tax was near the bottom line in fiscal affairs. [It may be 
Tam wrong about that. But if it is absolutely necessary for national 
defense of the Government and we have to do it, we must do the best 
we can about it. 

You mentioned that the manufacturer to protect: himself would 
have to pass on the tax to the goods he sells. 1 believe vou said 
something like that 2 moment ago. 

Mr. Tarteav. That is, the ability of the manufacturer to pass the 
tax on; of course it can be controlled in various ways. Generally 
speaking, the manufacturers’ tax is passed on. What obviously con- 
cerns us not so much passing the tax on to the consumer, because it is 
going to have to be paid by somebody, but in the endeavor to have it 
paid by the consumer to have it paid at the manufacturers’ level 
rather than at the consumer level. 
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Our objection, Mr. Chairman, is that we do not want to have any- 
body down the chain to pass on more than 5 percent, if that is the tax. 
In other words, when it gets down to the consumer have him pay 6, 7, 
or S percent. 

The Cauarrman. Well, suppose the manufacturer passes it on, so 
that he will have as much profit left as he would if the tax were not 
imposed, then organized labor, or organizations in labor, realizing 
that they are going to face an increased cost in living will demand an 
increase in wages, and the increase in wages will increase the cost of 
the things that the consumer buys. 

In other words, the manufacturer passes it on; labor passes it on to 
the farmer, and the farmer will have to have an increase in his support 
price, because he says labor costs are higher and everything that he 
gets is higher, so vou are going to have higher prices for farm 
commodities. 

The manufacturer passes it on; labor passes it on, and the farmer 
passes it on. 

Mr. Tarveav. That is the problem, of course. But we are going 
to have to tell all of them—me, vou, labor, and everyone else, that 
we cannot live and we cannot maintain the same comforts and lux- 
uries we have in the past and fight this war, because in effect that is 
what it is; that we must help our own economy. We cannot maintain 
our usual luxury; it just is not possible. If we want to handle the 
problem, and we find it necessary to put on a five-percent tax we do 
not want to have it result in greater inflation, and that is what is going 
to be done if paid in some other way. 

If we are going to have demands for increases because of the tax, 
whether it is by manufacturer or labor or whoever it is, if We are going 
to try to maintain the same standards of living as have existed before, 
we cannot possibly do it. 

The CuarkMan. A consumer's tax hits most everybody. 

Mr. Tarceav. It hits my mother. My father died 10 vears ago, 
and the income she has left out of the insurance is not worth anything 
like what it was before. 

The CuarrMan. A tax on evervthing in this country 

Mr. Tarteav. Suppose we have a 5-percent general sales tax, 
however bad that may seem to us, at least, we have control to some 
extent over the inflationary effect. L recall the French frane which 
was worth 19 cents at the time I left France some 35 vears ago and is 
only worth one-fourth of a cent today. That is the thing we want 
to avoid. Of course | do not need to tell you that, Mr. Chairman. 
You know it better than I. 

The CuatrrmMan. Of course, any plan that increases the cost of 
living, whether it is by taxes or otherwise, creates other problems. 
That is what is worrying me. If vou can help us any, it will be greatly 
appreciated. 

Mr. Tarteav. First of all, in these periods we must have price 
control and wage control—they are offensive to me. [I do not like 
them; | hate to think we have to have them. But we have to have 
increased taxes and we have to have voluntary assumption by the 
American people of the costs to do the things that we must do, and we 
must have interest by the American people in doing it, because that 
is the only way we can face it. 
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The Cuatrman. If we are going to have wage control and price 
control, and the manufacturer is making a profit 

Mr. Tarveav. Everybody is talking about inflation and nobody 
doing very much about it. 

The Cuatrman. Everybody wants to make money. 

Mr. Tarteav. Everybody wants to make money if they can, and 
a reasonable amount we would like to see them make. 

The Cuairman. But it seems we are a little late in getting started 
to control things. 

Mr. Byrnes has some questions. 

Mr. Byrnes. The chairman has brought up one thing which I 
think does create a very grave problem in connection with the manu- 
facturers’ excise tax. | woul 1! like to have vour views on this problem, 
Now the manufacturers’ excise tax is bound to be added to the cost of 
the particular product to the consumer. 

Mr. Tarueav. Yes. 

Mr. Byrnes. To date we have quite a number of wage contracts 
which contain escalator clauses. This tax is going to be a part of the 
basis upon which the cost-of-living index is established. Thus it will 
immediately give rise to the application of the ese alator clauses in 
these contracts. How can you impose a manufacturers’ tax without 
getting into that very serious problem? 

Mr. Tarneav. Mr. Byrnes, we cannot do it. If you have a con- 
tract that carries an escalator clause, or whether vou have the so-called 
withholding tax on the personal income, the same thing results. It 
does not matter whether vou have the escalator clause, the withholding 
tax, it is bound to have that effect. 

Mr. Byrnes. I vs ave not vet come around to the idea of supporting 
a general sales tax, but here is one area in which the sales tax would not 
create the same problem as a manufacturers’ excise tax. [L would 
assume that vour cost-of-living index could exclude a sales tax as a 
cost factor. 

Mr. Tarceav. That is an interesting point that I have not thought 
about. In other words, consider the cost of goods at the retail level. 

Mr. Byrves. In determining the cost-of-living index when vou 
have a sales tax. 

I do not look with a great deal of favor on a sales tax or on a manu- 
facturers’ tax. We have vet to overcome a lot of difficult: problems. 

The Cuareman. If there are no further questions, we thank vou 
very much for your appearance, Mr. Tarleau, and the mformation 
vou have given to us. 

Mr. Tarueav. Thank you. With vour permission, I will submit 
this memorandum for the record. 

(The statement referred to follows:) 

SrareEMENT OF ComMMERCE AND INDUstrRyY AssoctaTiION OF NEw York, INc., 
ReGcarpine Apprrionat FEDERAL TAXES 


(Presented by Mr. Thomas N. Tarleau, vice chairman of association's committee 
on taxation and publie revenue 


DRASTIC RUDGET CUT ESSENTIAI 


Any consideration of new taxes must be conditioned on anticipated expendi- 
tures Although the Committee on Ways and Means is not charged with appro- 
priation responsibility it eertainly ean provide for enaetment of only those new 
taxes which will cover vital expenditures, thus pointing the way to the austerity 
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budget to which taxpayers are entitled. Under the present tax burden the term 
“taxpayer” can be applied to every man, woman, and child in the country. 

At the very time when President Truman has been ealling on every segment of 
our economy to sacrifiec, he submits a budget of $71,000,000,000 containing the 
largest nondefense program in history. In an attempt to make the budget more 
palatable, many nondefense items are tied te the coattails of the defense effort. 

This budget request should be cut drastically and eut now. The Commerce 
and Industry Association of New York is confident that over $7,000,000,000 can 
be eliminated without impairing defense or any truly essential nondefense items. 
Thus, estimates of new revenues needed fall automatically from the $16.5 billion 
sought by the President to under $10,000,000,000. ‘This lightened load can be 
varried safely by our economy and the necessary taxes can be enacted promptly. 

The problem of judging new tax needs in the light cf expenditures clearly peints 
out another issue. The recent action of the House Appropriations Committee 
abolishing the single-money bill now makes it practically impecssible to estimate 
expenditures accurately until 12 or more separate appropriation bills have been 
adopted. We feel this action was unwise and should be rescinded. If the single- 
monev bill was not entirely satisfactory in its first vear of operation, Congress 
should revise procedures to make it an effective tool of budget contre! rather than 
abandon it so hastily. 


“Pay AS YOU GO" SHOULD RE CONTINUED 


Under present circumstances we are strongly in favor of the current attempt to 
continue the rearmament program on a “‘pay as vou go” basis. The lessons cf 
World War IT prove that harmful inflation is the inevitable result of deficit 
finencing. ‘Pay as veu go” should be abandoned cnly if world conditions worsen 
so that militarv expenditures are foreed to rise rapidiy to a substantially higher 
level than now anticipated. 

NEW TAX PROPOSALS 


Our recommendations for new taxes would vield nearly $10,000,000,000. 
Because of the short time between the President's tax message and Seeretary 
Snyder's proposals, and our appearence before this committee, our recommenda- 
tions necessarily must be general and somewhat tentative. We intend to make 
more detailed recommendations et a later date. 

Broad man fact ive rs’ excise lar advon ated instead of selective ereise thereases 

To raise sufficient revenues excise taxes must play an important role. We 
recommend a broad menufacturers’ excise tax on all products exeept food instead 
of the seleetive excise Inereeses proposed bv secretary Snvder. We do not agree 
with Seeretary Snvder’s contention that consumer products not presently covered 
bv excises “do not on the whole represent a promising source for additional excise 
tax revenues.’ Such a broad tex is more desirable becouse: 

1. The inereeses proposed by Mr. Snyder on “luxuries”? do not cover luxury 
items realistically. For instance, xutomobiles are much more than a luxury for 
many Americans, being en essential means of trensportetion to defense plents. 

High selective excises may heave a valuable function in controlling consumption 
of certain goods. We do not believe that this should be the basic objective at 
this time but rether that revenue raising should be the real aim. 

2. A broad tex on all goods, except food, would have a much more valuable 
effect in controlling inflation. 

3. A broad tax more equitably covers ell taxpayers. 

t. There is doubt thet the $3,000,000,000 revenue from selective excise incresses 
estimated by Secretary Snyder actually will result because of the greetly reduced 
production in utes, appliances, and other covereditems. It is pertinent to note 
thet the point of diminishing return already has been reached in liquor taxes; in 
New York State this revenue has been steadily decreasing in recent vears. 

We fevor an excise tax at the manufacturer’s level, rather then at the retailer's, 
for the following reasons: 

1. A manufacturers’ tex ean be edministered more easily end effectively. 
There ere only 300,000 manufacturers that would be paying taxes compared with 
over 3,000,000 retailers. 

2. A reteil tax would enter a field which historically has been delegated to cities 
and States. To impose a Federal retail tax in addition to the meny similar city 
and State taxes would lead to numerous difficulties in administration. 

3. The objection to hidden manufacturers’ excise texes is met if a broad tax 
is imposed. Once a uniform tax is applied to all goods purchased, except food, 
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all the people will comprehend fully the impact of the tax burden. This is not 
true under @& program of complicated selective taxes. 

4. The possible objection that a menufacturers’ excise tax might pyramid is 
counteracted by the fact that in Canada, after ashort “shake-down” period, 
wholesalers and retailers adjusted their mark-ups to eliminate pyramiding. 

It is estimated that revenues of $5,000,000,000 will result from a menufaecturers’ 
excise tax on all products but food. This is based on the assumption that present 
excises on products other than liquor and cigarettes will be removed or curtailed. 


Increases in personal income taxes 

Increases in personal income taxes must be an integral part of any new tax 
program. The American people fully recognize this fact and are willing to bear 
an added burden in the present emergency. 

We believe that the flat 4 percent tax rate increase advocated by Secretary 
Snyder is reasonable and equiteble, although to some it appears to be unfair to 
low-income groups because it would result in a 20-percent rise in the first tax 
bracket. What is not recognized is that in terms of net income after taxes, the 
high brackets will be affected most severely. For example, in a family of four, 
with a net taxable income of $3,000, the net income after taxes would be reduced 
by $24. This would meen a reduction for such a family in “‘spendable income” 
of less than | percent. In direct contrast, a family of four with an $8,000 taxable 
income would pay $224 in added taxes, which would mean a 3.3 percent reduction 
in “spendable income’. As the taxable income level increases, this effect on 
income after taxes becomes progressively higher until a family with a $50,000 
income would be shy an edditional 6.1 percent, and a family with a $1,000,000 
income would lose 27.4 percent more. 

A particularly important result of increasing personal rates is its brake on 
inflation beeause the money available for consumer spending is reduced. If this 
effect is to be achieved, however, it is important that the added tax should not be 
permitted to be included eas an inerease in the cost of living so that wage rises 
automatically would result. 

Secretary Snvder estimated that S84,000,000,000 in added revenues would be 
derived from his propesal. We believe that estimate is ultraconservative and 
that revenues will be well over $4,000,000,000 because of the generally high 
income levels which now prevail. 

Reduction of tax exemptions 

When the whole economy is being called upon to pay higher taxes, the entire 
field of tax exemptions must be eritically examined. We strongly recommend 
future issues of municipal and State bonds be taxed. There is no justitication 
for an exemption just to provide an artificially low rate of interest 

In the study ef exemptions, however, reecgnition shculd be given to allowances, 
such as depletion, which must be permitted at an adequate level to encourage 
maximum development of new resources 

It is estimated thai $1,000,000,000 in additional revenue can be obtained by 
revising tax exemptions without unduly hampering our economy. Added to the 
$5,000,000,000 from a broad manufeecturcrs’ excise tax and the $4,000,000,000 
from inercased personal income rates, a total of $10,000,000,000 in added revenue 
would result. 

Vo immediate action on corporation tares 

Secretary Snyder recommended substantial immediate increases in all corporation 
taxes. Because the proposed across-the-board 8 percent rise in rates may hamper 
the greatly increased industrial production that is sorely needed, this proposal 
bears careful and studied examination. We urge that no action be taken on 
corperation taxes until 1950 returns are in and the effects of recent increases can 
be analyzed. 

Corporations already have been saddled with the largest tax boost of all cate- 
gories through the 1950 Revenue Act, which upped corporate normal and sur- 
taxes from 38 to 47 percent, with a 30 percent excess-profits tax added. When 
these two inereases beecme fullv effective, the tax revenues from corporations 
will be doubled, rising from 10.8 billion dollars on 1949 ineome up to nearly 
20 billion dollars on 1951 income. (A portion of this increase, of course, comes 
from greater business activity.) 
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In times of emergency, such as the present, cerporations expect to bear a just 
share of the tax burden. However, the following factors must be assessed 
earefully lest any corporate increase bring a destructive result: 

1. Under present conditions, this tax is inflationary in contrast te the defla- 
tionary effects of a broad excise and personal tax increase; the tax does not reduce 
consumer spending powers. 

2. Corporate profits are paid out in dividends and thus subjected to high 
personal taxes or are retained for capital reinvestment. This capital reinvestment 
is the crucial factor. Corporations today are relying to a great extent on retaining 
earnings to maintain funds for replacing equipment and for necessary expansion. 
New equity capital from outside sources is becoming ever scarcer because of our 
present tax structure. To siphon off through taxes too great a portion of cor- 
poration profits will hamper industrial expansion, which is the country’s basic 
need today. If such a peliey is pursued, the only source of adequate capital 
funds will be from greatly increased Government loans or undue amounts of 
borrowing. Both cf these methods present potentially serious effects. 

The Commerce and Industry Association was the first business organization to 
appear before Congress in opposition to the tax reduetions that were being con- 
sidered last July. We urge then that tax reductions were not appropriate at 
that time as the Korean situation inevitably would bring highei taxes. Likewise, 
the Commerce and Industry Association will be one of the first business organiza- 
tions to reecgnize When an increase in corporate taxes is necessary and to support 
such a pcsition 

Because of the severe time limitation in preparation for this early appearance 
lbefore this committee, we request that the association be ym rmitted the oppor- 
tunity to present further detailed recommendations on corporate taxes sometime 
ater during these hearings. 


Other recommendations 

In enacting new taxes we strongly urge that the whole package sheuld be 
prospective in ¢ tTect The proce dure adopte d for both the 1950 revenue act and 
the exeess-profits tax of making the tax retroactive disrupts corporate fiscal 
planning. Also we strongly recommend that new taxes should bave an expiration 
date to guarantee that a complete review will occur at a future date. If necessary, 
the taxes can be reenacted 

Without taking any stand on the proposal for upping capital-gains rates, we 
any changes should be made prospective only. This is particularly 
isruptive effeets are to be avoided. 


important if d 
The following letter was received for the record:) 


ComMMERCE AND INpustRY AssocraTion oF New York, INe., 
New York, N. Y., March 5, 1951. 
lion. Rosnerr L. Dovenron, 
Chairman, Committee on Ways and Means, 
Hh e Office Building, Washington, D. ¢ 
Dear CHharrwMan Doveunron: On February 9 Mr. Thomas N. Tarleanu, of 
Willkie, Owen, Farr, Gallagher & Walton, presented before vour committee this 
association's recommendations for additional Federal taxes 
We urged the reexamination of certain tax-exemptions, such as the interest from 


State and municipal bonds. Our testimony with respect to depletion allowances 
needs elarificatior 
Our position is that reeognition must be given to the importance of adequate 


depletion allowances to encourage maximum development of new resources. 
These allowances are particularly important at this time when a larger supply of 
basic materials holds the key to our whole industrial expansion program 
We would appreciate having this letter inserted in the record 
Sincerely vours, 
Tuomas Jerrerson Mitery, 
Evrecutive Vice President. 


STATEMENT OF E. S. HALL, FARMINGTON, CONN. 


The CHairnmMan. Our next witness is Mr. E.S. Hall, of Farmington, 
Conn. Is Mr. Hall here? 

Mr. Hauu. Yes. 

The CuarrmMan. Please come around and give vour name and the 
capacity in which vou are appearing. 
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Mr. Hauit. Mr. Chairman, there are two other witnesses here who 
have made special trips down here to appear today. 

The CuatrmMan. We expect to hear them. 

Mr. Hay. Yes; but if vou want to hear them now I can come back 
later. 

The Cuatrman. We will hear them. How much time will vou need? 

Mr. Haun. | will need more time than vou have today. 

The Cuateman. Well this will be your last chance. If you do not 
wish to testify, very well. 

Mr. Hani. Yes; | would like very much to testify. 

The Cuatmman. Very well, go ahead. 

Mr. Hani. We, in America, as in every other country of the world, 
suffer from too much tax law, too much law, too much political gov- 
ernment. We suffer from socialism, the deadly disease process by 
which Government controls and confiseates business. Socialism, when 
full-blown, is communism, the dictatorship of the political over the 
economic, Socialism, the cancer of SOCIELY, destroys life and freedom; 
has destroved other nations and civilizations. It is now destroying 
ours. 

Congress has extended the tax law and the law in general far bevond 
the limits intended or authorized by our fundamental law, the Consti- 
tution. Why has Congress done this evil thing? And how can we 
get rid of this terrible incubus of too much law too much political 
government? 

Answers to these vital questions are contained in this report, 

Socialization by perversion of the law, the disease now destroving 
Amertean freedom, was already at work in France a century ago. 
IS4S8 was the vear of the Communist manifesto “The law perverted.” 
The law as the unjust instrument of socialization, is the theme of The 
Law, written by Frederic Bastiat in 1850, and translated in 1950 by 
Dean Russell. You who are troubled hy the state of our Nation, 
read this translation of The Law. You will find in it a vivid account 
of the process of socialization, and the key to recovery. Get it from 
the Foundation for Economic Kdueation, Ine., Irvington-on-Hudson, 
ms 25> 

The Law, written 100 vears ago of France, is uncanny in the accu- 
racy of its diagnosis of the disaster now facing America. Extensive 
quotations from The Law have woven their way into this report to 
accompany the Prosperity Revenue Act. No living writer could pre- 
sent the spirit and scope of this present bill more convincingly: 

Life, libertv, and property do not exist because men have made laws. On the 
contrary, it was the fact that life, liberty, and property existed beforehand that 
caused men to make laws in the first place. 

What, then, is law? It is the collective organization of the individual right to 
lawful defense. 

Each of us has a natural right—from Goed—to defend his person, his liberty, 
and his property. These are the three basic requirements of life, and the preser- 
vation of any one of them is completely dependent upon the preservation of the 
other two, al 

If every person has the right to defend, even by foree, his person, his liberty, 
and his property, then it follows that a group of men have the right to organize 
and support a common force to protect these rights constantly. * * * Since 
an individual cannot lawfully use force against the person, liberty, or property 
of another individual, then the common force, for the same reason, cannot lawfully 
be used to destroy the person, liberty, or property of individuals or groups. * * * 

If this is true, then nothing can be more evident than this: The law is the 
organization of the natural right of lawful defense. It is the substitution of a 
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common force for individual forces. And this common force is to do only what 

the individual forces have a natural and lawful right to do: to protect persons, 

liberties, and properties; to maintain the right of each, and to cause justice to 

reign over us all. 
* * * ~*~ * * » 

Man can live and satisfy his wants only by ceaseless labor; by the ceaseless 
application of his faculties to natural rescurees. This process is the origin of 
property. 

But it is also true that a man may live and satisfy his wants by seizing and 
consuming the products of the labor of others. This process is the origin of 
plunder (robbery or theft). 

Now sinee man is naturally inclined to avoid pain, and since labor is pain in 
itself, it follows that men will resort to plunder whenever plunder is easier than 
work. History shows this quite clearly. And under these conditions, neither 
religion nor morality can stop it. 

When, then, does plunder stop? It stops when it becomes more painful and 
more dangerous than labor. 

It is evident, then, that the proper purpose of law (political government) 
is to use the power of its collective force to stop this fatal tendeney to plunder 
instead of to work. All the measures of the law should protect property and 
punish plunder. 

But, generally, the law is made by one man or one class of men. And since 
law cannot operate without the sanetion and support of a dominating force, this 
force must be entrusted to those who make the laws. 

This fact, combined with the fatal tendency that exists in the heart of man 
to satisfy his wants with the least possible effort, explains the almost universal 
perversion of the law. Thus it is easy to understand how law, instead of checking 
injustice, becomes the invincible weapon of injustice. It is easy to understand 
why the law is used by the legislator to destroy in varving degrees among the rest 
of the people, their personal independence by slavery, their liberty by oppression 
and their property by plunder. This is done for the benefit of the person who 
makes the law, and in proportion to the power that he holds. 

When plunder is organized by law for the profit of those who make the law, 
all the plundered classes try somehow to enter, by peaceful or rvolutionary 
means, into the making of laws. According to their degree of enlightenment, 
these plundered classes may propose one of two entirely different purposes when 
they attempt to attain political power: Either they may wish to stop lawful 
plunder, or they may wish to share in it. 

Woe to the nation when this latter purpose prevails among the mass victims 
of lawful plunder when they, in turn, seize the power to make laws, 

* * * * * * * 

As long as it is admitted that the law may be diverted from its true purpose, 
that it may violate property instead of protecting it, then everyone will want to 
participate in making the law, either to protect himself against plunder or to 
use the law for plunder. Political questions will alwavs be based on prejudice, 
dominant, and all-absorbing. There will be fighting at the door of the legislative 
palace, and the struggle within will be no less furious * * *., 

Is there any need to offer proof that this odious perversion of the law is a 
perpetual source of hatred and discord; that it tends to destroy society itself? 
If such proof is needed, look at the United States (in 1850). There is no country 
in the world where the law is kept more within its proper domain: the protection 
of every person’s liberty and property. As a consequence, there appears to be 
no country in the world where the social order rests on a firmer foundation. But 
even in the United States, there are two issues, and only two, that have always 
endangered the public peace. 

What are these two issues? They are slavery and tariffs. These are the only 
two issues where, contrary to the general spirit of the Republic of the United 
States, law has assumed the character of a plunderer, 

Slavery is a violation, by law, of liberty. The protective tariff is a violation, 
by law, of property 

It is a most remarkable fact that this double legal crime—a sorrowful inheritance 
from the Old World—should be the only issue which can, and perhaps will, lead 
to the ruin of the Union. It is indeed impossible to imagine, at the very heart 
of society, a more astounding fact than this: The law has come to be an instrument 
of injustice. And if this fact brings terrible consequences to the United States, 
where the proper purpose of the law has been perverted only in the instances of 
slavery and tariffs, what must be the consequences in Europe, where the perversion 
of the law is an entire system? 
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In the next decade, the 1860's, slavery almost did lead to the ruin 
of the Union by bringing on the Civil War. And who can deny that 
tariffs and their corollary evils were instrumental in bringing on the 
world wars? 

Slavery, although not generally recognized, includes wage slavery 
and the unjust and incomplete distribution of voting power and 
profits which results therefrom. This fundamental injustice of 
capitalism, the idea that the employer owns all voting power and 
profits, and the employee none, was embedded in our common law 
when we game to America from Europe. It was ignored in the 
Constitution, still exists, still brings on war between employers and 
employees, and is the underlying cause of the third world war and 
of the socialized degradation of our civilization. From this original 
legal injustice, have grown our labor laws, our progressive income 
taxes, our price supports and controls, and all the other unjust laws 
which constitute socialism and communism. Now that the perversion 
of the law —-of the political government—has become a frightful 
system of legalized injustice in every country, even in the United 
States, what terrible consequences are facing us today? 

The law has been perverted by the influence of two entirely different 
causes: stupid greed and false philanthropy, communism and socialism, 
so to speak. 

And the most unjust, the most socializing, the most subversive 
group of unjust laws, which have grown from the basic legal injustice, 
are the tax laws. 

Our revenue code has become a shameful patchwork of legalized 
injustice. It is a “rambling wreck of poverty,” built not upon the 
solid rock of principle as taught by Adam Smith, but upon the shifting 
red sands of political expedieney as taught by Karl Marx. It is 
socializing and communizing in philosophy and effect. It features 
the progressive taxes which Marx recommended as the certain way to 
abolish private ownership and centralize all instruments of production 
in the hands of the state, to confiseate the surplus value or profits of 
business, to soak the rich and trim the capitalists, all for the sake of 
the poor workers. What hypocrisy. For the sake of the state and to 
line the pockets and increase the power of the dictators who rule the 
state. How much of all tax revenues, taken from the people, ever 
find their way back to the people as benefits? Socialists and other 
do-gooders do the people —but good. 

Year after vear, Congress spends thousands of man-hours and 
millions of tax dollars in the frantic and futile revision and extension 
of our red tax madhouse, propping r up the floors, patching the roof, 
plugging up loopholes, trying to solve the many tax problems which 
wouldn't exist if the structure had been designed by a competent 
engineer and founded upon the solid rock of principle. Nothing 
good can come from extending a thing that is all bad. Can the 
cause of freedom be advanced by revising a tax svstem of the kind 
which Marx said would abolish freedom? For sentimental reasons, 
the President may be permitted, at excessive cost to the taxpayer, 
to replace the White House without tearing it down and clearing 
the site for a replica of Vermont marble, but can vou find one excuse, 
in sentiment or reason for wasting time and money revising and 
extending the red tax house? 
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In puttering around with our Marxist tax system, the chairmen 
and members of the Committee on Ways and Means and the Senate 
Finanee Committee, aided and abetted by the Treasury, constitute 
the most sinister and damaging Communist conspiracy in America. 
Unwitting disciples of Marx, this conspiracy has been following his 
10 commandments of communism— how to communize any country — 
as expressed in the Communist Manifesto, to tax private enterprise 
out of business, abolish private ownership, and betray freedom. 
This unconscious conspiracy has been acting effectively to communize 
the United States. Ignorance of the law is no excuse, but forgive 
most of them, for they know not what they do. Those who know, 
and those who persist after they know: what should be done with 
these deliberate traitors? 

All Americans, worthy of the name, are beginning to awaken to 
this tragic situation, and are demanding the enactment of a just and 
honest tax system, built upon the sound foundation of principle; a 
tax system that would not need vearly repairing; one that would 
collect the revenue, vear after vear, to overbalance the budget, retire 
the debt, and stabilize the price level in peace or war; one that would 
stand forever as a sound memorial to the wisdom of the committees 
and their chairmen, Hon. Robert L. Doughton and Senator Walter F. 
Ceorge. 

How would vou write taxes? The fundamental tax problem is 
easily stated: Collect) enough revenue, efliciently and jusily, to 
balance the budget and pay as we go without bond issues, in war or 
peace; and to stabilize the general price level, retire the debt, and 
restore and maintain the purchasing power of the dollar and the honor 
and credit of the United States. Three questions arise: Where's the 
money coming from? Who are the taxpayers? What is the one best 
wav to tax the taxpayers? 

Where's the money coming from? — In designing a just tax system, 
it is helpful to realize that Government gets all its income from us, 
from our current production and surplus. Tf the budget is balanced, 
Government gets its Income bry honest taxation, open or hidden. If 
the budget is unbalanced, it gets some of its income by dishonest 
taxation, by borrowing from banks: inflation. When Government 
spends more than it takes in taxes, that extra money is taken, not 
out of our pockets direetly and honestly, but out of the value of our 
collars and dollar tissets indirectly and dishonestly. In ‘ (feet mi rovern- 
ment’s budget is necessarily “balanced”: it takes all it spends out of 
our pockets, either honestly by taxes or dishonestly by inflation. 
The cost of Government would be less no interest to pay-—and it 
would take less out of our pockets, if it would take all it spends, in 
war or penec, by direct and honest taxation. Moreover, such an 
honest tax policy would stabilize the general price level and obviate 
the demand for supports and controls, 

All tax revenues should come from current production, [Tt is bad to 
tax previous production; that’s a tax on capital, our tool equipment. 
lt tears down the tools by which we produce more with less work. It 
thus reduces our standard of living. With less efficient tools, we must 
work harder and for longer hours. 

It is worse to try to tax future production by borrowing. Borrow- 
ing from the banks, inflation, is actually dishonest taxation, another 
levy on capital (tools), another tax on previous production, another 
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cut in your standard of living. Inflation by deficit spending: isn’t 
this the most unkindest cut of all? It ts two-edged: it cuts the value 
and purchasing power of vour dollars, and it cuts your standard of 
living by tearing down the tools by which vou work. 

A wise and honest Government would manage its taxation and ap- 
propriations to collect all it spends every vear, to maintain the general 
price level constant in war or peace, so that the same wages would buy 
the same standard of living, vear after vear. We want a stable econ- 
omy, not price control. Price control is a fraud; worse than useless. 
It controls only the goods. — Price control raises prices; it is completely 
inflationary. In time of war, wage and price controls hamstring our 
economy and give aid and comfort to the enemy. That's treason. 

Government could, and should reduce the genera! price level as pro- 
vided in this bill. Ina free-market economy, Government income in 
the form of honest tax revenue comes only from current production 
Can vou think of any other source? 

Who are the taxpavers? Fundamentally, there is only one tax- 
paver: vou, the individual person, the one who works. Business does 
not and cannot pay taxes; it passes them on and collects them from us, 
the people. When we tax business, who pays the tax? The stock- 
holders, in lower dividends? The emplovees, in lower wages? The 
consumers, in higher prices? Only one thing is sure: in the end, in- 
stead of the giant corporations, the litthe man pays. Is that what we 
want? Is that justice? 

When we tax business, we lose control of the impact of the tax. We 
get all tangled up ina maze of tax problems. The experts say that it 
is easier to collect the revenue by many taxes than from a single tan. 
Actually, it is amazingly more difficult. Perhaps the experts had in 
mind the wrong kind of single tax. The experts say that more reve- 
nues can be had by picking vour pockets with hidden taxes and by 
stealing vour wallet with inflation, than by taxing vou openly and 
honestly. What do you say? Isn't honesty the best tax polices ? 

In the end, all tax revenues come out of vour pockets— from vou and 
millions like vou, from vour labor, from vour current production and 
personal surplus. ‘There is only one kind of taxpayer. Why have 
more than one kind of tax? 

What is the one best way to tax the taxpayers? As one of the final 
and only taxpayers, at what point in your personal economic process 
would it be most convenient for vou lo be taxed? Where and how can 
the tax revenue income of Government be taken out of vour pockets 
most justly and with the least harm to the economic process and te 
your standard of living? 

Your personal economic process may be completely stated, thus: 
Your production (income) minus your consumption (expense) equals 
your personal profit. Investing vour profit in private ownership of 
the tools of business (capital) will make vour money work for you and 
increase vour income relative to your expense, and thus raise your 
standard of living. 

At what point in this personal economic process should vou be taxed? 

1. At the point of personal income? The income tax is a practical 
tax, but its progressive abuse, unjust and communistic, has given it 
a bad name. 

2. As a sales tax at the point of personal spendings? C. William 
Hazelett’s tax on personal spendings, on the living standard of the 
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individual, would require each taxpayer to figure his own tax liability 
and pay his taxes. Is it practical to require every taxpayer to keep 
accounts? It would be easier to collect this tax as a sales tax on all 
goods sold to consumers. But this spendings tax or sales tax is a full- 
rate income tax on those who spend all their incomes, and a part-rate 
income tax on those in the higher brackets. It is regressive. It is 
the progressive income tax turned upside down. The graduated in- 
come tax is un unjust tax; the general sales tax is more unjust since 
it taxes the lower income groups at the highest rate. 

3. At the point of personal profit? No. The temptation would be 
to spend all we make on ourselves, show no personal profit, and pay 
ee tax, 

At the point of investing? No. ‘Taxing the investing process 
‘oaths put a damper on the growth of our tools, and thus check the 
rise in our standard of living. 

By elimination, it is clear that the only practical point at which 
to tax the taxpayers, surely and justly, is the point of personal in- 
come, not with the graduated or progressive income tax of Karl 
Marx, but with the flat-rate income tax of Adam Smith. And 
experience teaches that the one best way to collect the flat-rate 
income tax is by withholding. 

What would vou do, today, to make such a flat-rate tax on gross 
personal incomes acceptable to the lower-income groups and politi- 
cally practicable? Why not do more?) Why not make it the best 
vote-getting technique in history? 

With the best interests of all of your constituents clearly in mind, 
here’s what vou would do: 

(a) You would find the right way to increase the incomes of the 
lower-income groups by as much as 20 percent, to give them all 
ability to pay. At the same time, you would reduce their expenses 
by cutting out the hidden sales taxes in the prices of what they buy. 
You would do this by allowing every business to avoid income taxes 
by using trustee’s accounting, distributing all profits (and losses), 
before taxes, partly in cash and partly in common ownership of the 
growth assets, to insure that every man gets all he earns—no more, 
no less. That’s justice. Then all incomes would be personal in- 
comes, and the summation of all personal incomes would be the 
national income. 

(6) You would provide adequate social-security benefits for all 
those in need and unable to provide subsistence and medical care, in 
whole or in part, for themselves and their dependents. You would 
do this, not from any sense of false philanthropy, but because we, 
as a society, do not like to see misery and hunger in our midst. More- 
over, we all live under the threat of job obsolescence from social 
progress—as, for example, the tax experts upon the passage of this 
bill—and it is up to society to provide true social security for all who 
may be disemploved and needy through no fault of their own. 

(c) You would then ask every business, itself a trustee without 
any taxable income, to withhold one flat-rate percentage tax on gross 
personal incomes —no deductions, no allowances, no loopholes, no 
evasion, Business, whatever its form, from the professional man or 
sole proprietor to the great corporation or cooperative, must keep 
accounts to stay in business. To make one flat-rate withholding 
from all payments made to individual persons as consumers—no 
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withholding from fees or payments made to any business —that 
would be so much easier for business than what we have been doing 
that every businessman would vote for vou. And so would every 
. honest man. 

(/) You would make the tax rate part of an automotive governor 
to stabilize the economy, the rate responsive to trends in the price 
level, to reduce all prices to normal and hold them there. You would 
return to honest money. You would repeal all statutes which inter- 
fere with the free market for money, goods, or services. You would 
use the natural law of price to do the rationing by applying excise 
taxes to selected consumer goods. You would set free enterprise 
free to produce for victory. You would have faith in freedom. 
You would start the rate to overbalance the budget and pay as we go. 

The flat-rate tax on the national income, easy to administer, cer- 
tain as to vield. What could be more practical? What could be 
more just? 

The Cuarrman. Mr. Hall, vou have had 20 minutes. Perhaps vou 
could insert the remainder of your remarks in the record and leave a 
little time for members of the committee to ask questions. 

The chairman would like to say that Mr. Hall has been in his office 
a number of times, and has always been very courteous and very kind, 
and he has impressed me as a sincere man in his theory about gov- 
ernment. Of course, | never committed myself, as he knows, for | 
always have an open mind on all questions. 

Are there any questions? If not, we thank you, Mr. Hall, and you 
may insert the balance of your remarks in the record. 

Mr. Haru. I would like to give just the close of this thing. 

The CuarrmMan. Go ahead. 

Mr. Hany. Balance the budget and reduce all prices. Politics 
has no place in an emergency. But may I call your attention to the 
fact that price control is not good polities? Can you win votes by 
fouling production and raising prices? 

Since the President started it last June, talk of imposing controls 
has caused panic buving, hoarding, and higher prices. The freeze, 
like all direct controls which presume to break unbreakable natural 
law, hinders production, creates shortages, and raises prices. The 
cost of running the Economic Stabilization Ageney adds to the debt 
and thus inflates the money supply, causing prices to rise still higher. 
We, the people, want lower prices and a stable economy — not controls. 
Supports and controls are both inflationary —worse than useless in 
peace or war. 

The freeze is a frost. The next thing to do to stop inflation is to 
thaw the freeze by firing the controllers. The Prosperity Revenue 
Act repeals all statutes and parts of statutes in conflict with this 
legislation, including all those which interfere with the free market 
for money, goods, or services. This is an example of the only practical 
way to cut Government expense, to wit: repeal the statutes which 
create the bureaus and thus save the expense of meeting their pay- 
rolls. This is no real hardship on the bureaucrats. Business will be 
so good that they will find useful jobs in production. 

The Secretary asked you to remove the imperfections in the tax 
laws which provide means of escape for some and create unnecessary 
hardships for others. This bill gives the Secretary what he asks for. 
Senator Byrd has congratulated me on finding the practical way to 
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trim the budget by more than his seven billions. Senator George 
sees in this bill the hope of recovery. Our respected chairman and 
four members of this committee are sold on this bill. The chairman 
has said that he will sponsor it as the committee bill to raise additional 

revenue if you wili support him. i 

Gentlemen of Ways and Means, each of vou must now, personally, 
decide for one of two courses of action, left or right, thus: ; 

(1) Will vou proceed in vour evil way, voting to extend and revise 
a Communist tax system that is destroying your country? Will vou 

vote to inflate the money supply by further deficit spe nding, stupidly 
fouling production and raising prices still higher by trying to control 
them? Will vou force me to finance a $20,000,000 campaign of publie 
education to bring in upon your heads 20,000,000 angry letters from 
aroused constituents? W ill you make it hecessary for us to indict 
you as Communists—have you shot at sunrise? Will you force us 
to compel vou to do what is right? 

Or (2) will vou give unanimous support to our respected and beloved 
chairman, the Honorable Robert L. nemenet, and ask him to sponsor 
the Prosperity Revenue Act now—a bill to establish justice; to stop 
inflation and reduce all prices; to tax the national income, the rate 
adjustable each vear to balance the budget, retire the debt, and 
restore and maintain the purchasing power of the dollar and the 
honor and credit of the United States; and to correct the design of 
capitalism, remove the cause of strikes and socialism, halt communism, 
and turn mankind toward political liberty and economic freedom. 

The Cuateman. | hope the witness does not claim | have agreed 
to assume any responsibility whatever. 

Mr. Hau. No. 

The CuatrmMan. I said if a majority of the committee asked me to 
do so, requested me, | would introduce it by request, Is not that as 
far as | went? 

Mr. Haun. That is as far as vou ever went. 

The Cuainman. If there are no questions, we thank you for your 
appearance and the information vou have given the committee. 

We will stand in recess until 2 o'clock. 

(The following was submitted for the record by Mr. Hall:) 


Report ro AccOMPANY THE Prosperiry Revence Act 
i, JUST TAX LAW AND HOW IT WORKS 


Before building a just tax mansion, the site must be cleared by repealing all 
unjust tax laws. Quoting again from The Law: 

We must make war against socialism. Aecording to the definition of socialism 
advanced by Charles Dupin, he meant: ‘We must make war against plunder.’ 

“But of what plunder was he speaking? For there are two kinds of plunder: 
legal and illegal. 

I do not think that illegal plunder, such as theft or swindling—which the 
penal code defines, anticipates, and punishes—can be called socialism, It is not 
this kind of plunder that systematically threatens the foundations of society 
* * * The war against illegal plunder has been fought since the beginning 
of the world * * * The law itself conducts this war * * *. 

“But it does not always do this. Sometimes the law defends plunder and 
participates in it * * * Sometimes the law places the whole apparatus of 
judges, police, prisons, and gendarmes at the service of the robbers, and treats 
the victim, when he defends himself, as a criminal. In short, there is legal 
plunder. 

“This legal plunder may be only an isolated stain among the legislative measures 
of the people. If so, it is best to wipe it out with a minimum of speeches and 


denunciations—and in spite of the uproar of the vested interests * * *, 
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“But how is this legal plunder to be identified? Quite simply. See if the law 
takes from some persons what belongs to them, and gives it to other persons to 
whom it does not belong. See if the law benefits one citizen at the expense of 
another by doing what the citizen himself cannot do without committing a crime, 

“Then abolish this law without delay, for it is not only an evil itself, but also 
it is a fertile source of further evils because it invites reprisals. If such a law 
which may be an isolated case—is not abolished immediately, it will spread, 
multiply, and develop) * * * will build legal plunder into a whole svstem, 
In fact, this has already occurred. The present-day delusion is an altempt to 
enrich everyone at the expense of evervone else; to make plunder universal under 
thre pretense of organizing i. 

“Now, legal plunder can be committed in an infinite number of wavs Thus 
we have an infinite number of plans for organizing it: tariffs, protection, benefits, 
subsidies, encouragements, progressive taxation, public schools, guaranteed jobs, 
guaranteed profits, Ininituum wages, a right to relief, a right to the tools of labor, 
free credit, and so on, and soon. All these plans as a whole, with their common 
aim of legal plunder, constitute socialism. 

Now, sinee under this definition, socialism is a body of unjust law, what attack 


ean be made against it other than a war of repeal? If vou find this socialistie 
doctrine to be false, absurd, and evil, then refute it. And the more false. the 
more absurd, and the more evil it is, the easier it will be to refute Above all, if 
you wish to be strong, begin by rooting out every particle of socialism that may 
have erept into vour legislation. This will be no light task.’ ' 


Repeal of all socializing statutes, at this late date, is possible only by first 
rooting out and correcting the original legal injustice from whieh the whole evil 


svstem has grown It is not possible to stop the progress of the disease, socialism, 
by fighting its svinptoms in NKorea, in China, in Berlin, or in Britain, Franes 
Russia, or America. Our only hope of saving our Nation and our civilization 


from the catastrophe of communism is to repeal the original injustice, to remove 
the cause of the disease. 

If capitalism had contained no original injustice, we would not have been 
ashamed of it: we would not have demanded that government reform it: we would 


not have voted for the political to “eontrol” business, the economic: we would 
not have had anv socialism If the law had contained no injustice, the legislators 
would not have had to work overtime revising and extending that injustice If 
always just, the law would have staved within its ordained sphere: the protection 
of life, liberty, freedom, and property from injustice 

The Prosperity Revenue Aet is a bill to establish justice It recalls and rein- 
forees the Constitution It corrects the original injustice of capitalism which 


was ignored in the Constitution, the injustice whieh was embedded in the ecomuor 
law which came to America from Europe; to wit: wage slavery, or if vour prefer 
economic serfdom, with its corollary, the unjust and currently incomplete dis- 
tribution of the profits Phe law unjustly provides that those who invest mon 
the emplovers, own all the voting power and all the profits, even those shares of 
both which do, in fact. belong to those who invest life, the emplovees. 

This bill is designed, primarily, to correct this original injustice of capitalism 

wage slavery and faultv economie distribution + by legally reeognizing the per- 
sonal ownership (freedom) of the emplovee and the trusteesbip (honesty) of the 
emplover. It cleanses capitalism of “the seeds of its own destruetion,”’ and re- 
moves the cause of big bureaucracy, socialism, and communism. It makes all 
socializing statutes obsolete, null, and void. It wipes out everv law which “takes 
from some persons what belongs to them, and gives it to other persons to whom 
it does not belong.” It repeals or will cause the repeal of all laws which go be- 
vond “‘the common force organized to act as an obstacle to injustice’’; it does 
not, itself, go bevond that common force of justice. 

Free-market capitalism, with freedom and justice for all, is not attainable by 
adding to the mountain of existing legislation, but by repealing all legalized in- 
justice; by repealing all socializing statutes. That's why the Prosperity Revenue 
Act begins, in section 2, by repealing 16 chapters of the Internal Revenue Code, 
including the chapters on corporate and personal income taxes, estate and gift 
taxes, war taxes, occupational taxes; and taxes on theater tickets, telephone calls, 
and railroad tickets. Untouched for the present are the chapters on narcotics, 
tobaceo, and liquor; the stamp taxes on documents and the tax on safe deposit 
boxes; and the chapters on the organization of the taxing agencies. 

Section 3, in connection with chapters 1 to 3, will prove to be the grandest 
general repealer of all time, It will repeal all price “supports” and ‘‘controls”’, 
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and in due course, it will repeal every statute that interferes with the free market 
or that “benefits one citizen at the expense of another by doing what the citizen 
himself cannot do without committing a crime.’’ Why should we continue to 
allow Government to steal from all of us to buy the votes of some of us? Why 
not legislate honesty and justice in all our relations, public and private? 

“And in all sincerity, can anything more than the absence of plunder be required 
of the law? Can the law, which necessarily requires the use of force, be used 
rationally for anything more than protecting the rights of everyone? I defy 
anyone to extend it bevond this purpese without perverting it and, consequently, 
turning might against right. The true solution, so long searched for in the area 
of social relationships, is contained in these simple words: 

‘Law is organized justice. When justice is organized by law, that is, by force, 
this excludes the idea of using law (force) to organize anv human activity what- 
ever, whether labor, charity, agriculture, commerce, industry, education, art, or 
religion. Organizing any one of these by law would inevitably destroy the essen- 
tial organization, justice. For truly, how can force be used against the liberty 
of citizens without it also being used against justice, and thus acting against its 
proper purpose?” 

Chapter | of the Prosperity Revenue Act defines free-market capitalism, a 
free and honest economie system, one that will Operate justly. It defines three 
classes of operators in the field of human action: the personal (individual person) ; 
the economic (business); the political (government). 

It defines the two principal economic tools, the basic capital assets: 

Money, the common capital asset; the accepted medium of exchange, in 
currency or credit; and 

Life, the personal and primary capital asset, without which money would 
be of no value to you. 

















+ B = Birth 
Life as a capital asset -f S a? , D © Death 
s : . in which S = Skill 
T = Time. 
In other words, your life 
7] as a capital asset is the 
J e—AT summation, between birth 
Tt and death, of the product 
a of your available skill 
a D and "your available tine. 


Obviously, the employee cannot divest himself of his skill or his time, to 
sell and transfer them to his employer. Life, the product of skill and tine, 
is nontransferable; it cannot be sold. Skill, invested, increases; time, 
invested, is gone forever. Life as capital (the product of skill and time) 
is directly comparable to money as a capital asset; and, like money, can 
only be invested or risked in the business. 


Ownership, the essence of freedom, is acquired only by investing capital 
assets. 

By investing your money, you acquire common ownership of your share of the 
business property; the amount of your money invested is the measure of your 
common ownership. Ky investing your life while working as an employee, you 
acquire personal ownership of yourself as vour share of the living assets of the 
business; your production in the business during the preceding vear is the measure 
of your personal ownership. As an emplovee in management or labor, you have 
the same ownership rights and responsibilities, the same incentive and loyalty, 
the same dividend and voting power which vou would have had as a common 
owner by investing the amount of your last year’s wages. 

“One thing I know, that, whereas I was blind, now I see’’ (John 9: 25). 

Chapter | next defines the words used in finding the facts of justice in economic 
distribution, in the distribution of personal incomes: 

Work done, a commodity, the product of skill applied and time spent working. 

Price, the amount of money some of us will take for a commodity (an item 
of goods or services), and others of us are willing and able to pay for it. 
(This definition legally establishes the free market and, with section 3, 
repeals all statutes which interfere with the free market for money, goods, 
or services. And why not? Are you afraid of liberty and freedom?) 
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Wages (including both wages and salaries), the price of work done (a com- 
modity), sold to an emplover by the employee thereof. 

Wages, the price of the work done, are properly determined and adjusted, 
like any other price, by supply and demand, by competition in a free 
labor market. In this way, every employee, in management or labor 
appraises and evaluates his own personal ownership in accord with the 
conpetitive value of his last vear’s productivity. In the free market, 
everv employee writes his own ticket as to his share of the profits. 

To insure a free labor market, in a given business or Government organ- 
ization, everv emplovee is given the right to know the wages of every other 
employee. The self-emploved shall be both employer and emplovee with 
respect to himself, and shall predetermine his own wages; and his wages 
shall be known to his other emplovees, if any. 

Wages, including the wages of the self-emploved, are a business expense, 

Fees, the contract price of work done by a contractor, professional individual, 
or the like. Fees are not wages. Fees are charged by and paid to an 
independent or separate business. 

Emplovee, a person working for wages; a person working as part of a business 
or Government organization (not as a separate business); a person who sells 
work done, a commodity, for wages, and at the same time, invests part of 
his life in a business or Government organization and thereby owns himself 
as part of the living assets thereof; a personal owner. 

Contractor, a separate business; an individual or group of persons working 
for fees: a person or group working under contract with another organ- 
ization. 

The relationship, whether employment or contract, shall be agreed upon by 
the parties thereto before the accounting begins. Any free person may decide 
whether to work as an employee or as an independent contractor with respect to 
any business, but the emplover shall not require and shall not hold that any 
group of emplovees assume the position of contractor. In any business or Gov- 
ernment organization, both management and labor shall be considered emplovees, 
personal owners of themselves, the human assets of the business or Government 
organization in which they work. 

Profit, the net new wealth (goods and services) produced by the business 
during the vear: the excess of business income over business expense. 

Loss, the excess of business expense over business income. 

Chapter 2 repeals all corporate income taxation, and sets up trustee’s accounting 
as standard practice for all kinds of business and Government organizations. 
Instructions for changing to trustee’s accounting are provided. The job is not 
difficult; the accounting department can make the change with about as much 
work as that involved in paving 1 vear’s taxes under existing law. Once com- 
pleted, it is done for all time. Trustee’s accounting is the easy, right, and just 
wav to keep accounts in business, 

Business growth is encouraged; the business may “‘plow back’’ profits for 
current growth and for reasonable working capital. The business distributes all 
profits (or losses), before taxes, partly in new common ownership of the growth 
assets and partly in cash, to the accounts of the common and personal owners of 
the material and human assets, respectively, the dividend spread over the money 
invested and the preceding year’s payroll as the measure of the life invested. 
The facts find themselves. The common dividend is larger than ever before, 
paving the investors more for the use of their money. Every employee gets all 
he earns: wages pls his share of the profits. Even the pension problem is solved. 
Common ownership of the growth assets, received as part of the dividends and 
compounding over the working vears, provides common dividends to take care 
of seniority and the natural equivalent of a pension. 

Chapter 2 further provides that in a nonprofit or Government organization, 
the ‘profit’? (unspent portion of the appropriation) is to be distributed as a 
“dividend,” one-half returned to the source of the appropriation and one-half 
spread over the vear’s payroll in amounts up to but not exeeeding 50 percent of 
that pavroll; the balance, if any, is returned to the source of the appropriation. 
When we start paving the bureau chief an incentive to trim down the size of his 
bureau, and when we start paving every Government emplovee an incentive to 
work efficiently and save money for government, that will be the day when gov- 
ernment costs begin to tumble—and nof until. 

The business, as a trustee, is a distributor of incomes. The business, baving 
no effective income which it keeps for itself, pays no corporate income tax and 
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is free from the burden of corporate tax accounting, free to concentrate on effi- 
cient production and maximum profits. With its accounting standardized and 
just, the business makes one flat-rate percentage withholding from all personal 
income payments —from wages, salaries, dividends, legacies, gifts, ete.—one flat- 
rate withholding from all payments made to individuals as consumers, no ex- 
emptions, no allowances, no deductions, no loopholes, no evasion, no tax problems. 
No withholding from payments made to a business; you do not withhold when 
you pay the doctor his fee. Professional men and sole proprietors are businesses 
and must withhold from what they pay themselves as consumers, after business 
expense. Banks and insurance companies, in the business of handling money, 
figure their gross profit from the use of deposits and premiums as income, and 
after deducting business expense, they distribute their net profit. With trustee's 
accounting, all incomes are personal incomes, and the total of all personal incomes 
is the national income. The flat-rate tax on the national income is predictable 
as to revenue, certain of collection at minimum expense, and free from vexation, 
taxation with justice for all. 

The impact of this flat-rate tax on the economy is obvious. To check inflation 
and reduce all prices, raise the rate to take more money from the pockets of the 
people to reduce their effective demand, and, at the same time, overbalance the 
budget and retire the national debt to reduce the supply of dollars in the system. 
This double-headed effect will reduce all prices in an orderly manner, without 
the danger of disaster inherent in the deflation of bank eredit. If prices tend to 
fall too rapidly, cut the tax rate. This bill provides that the tax rate be adjusted 
each vear in response to changes in the general price level, as an automatic gover- 
nor to reduce prices to normal and stabilize the economy, “to restore and maintain 
the purchasing power of the dollar, and the honor and credit of the United States,’ 

Chapters | and 2 together, by making free-market capitalism completely free 
and truly honest, rub out the need for any labor laws, and will return us in due 
course to a free labor market. The unions may continue, but they'll never have 
to strike again. The aets of Norris-LaGuardia, Wagner, Taft-Hartley, wages and 
hours, and others of such nature, will become dead letters or be repealed. The 
horde of bureaucrafts, labor lawvers, and tax experts can turn their energies to 
productive employment and become useful citizens again. While they are learn- 
ing new and useful jobs, we'll eare for their subsistence with social-security benefits 
under chapter 3. 

Chapter 3 provides adequate social-security benefits for all needy American 
citizens, locally administered, at lowest cost to the taxpayers. If vou need help 
in the support and medical care of vourself and vour dependents, vou can get 
what vou need to carry vou until vou ean get back on vour feet This is the sub- 
sistence system recommended as first choice by the Brookings Institution. You 
get help by right of having paid your income taxes in the past; the benefits are 
pavable direetly from current tax revenues. This is not a phony “insurance” 
racket based on the “contributory” principle. Lf vou want an annuity, you are 
free to buy one from a private insurance company; vou are not compelled to buy 
a bum imitation from Government. This is genuine social security. Society is 
secing to it that nobody starves. You are expected to take care of vourself, and 
with free-market capitalism, vou will find it easier than ever before, but if hard 
luck should strike, society stands ready to give vou help 

By Federal statute, we cannot compel the States to do anything, but we ean 
reward them if thev do. Chapter 3 provides that the States can vet social- 
security benefits for their citizens provided that thes first repeal or revise their 
corporate, traffic, tax and assistance statutes to correspond to the Prosperity 
Revenue Aet 

Chapter 4 is the “nonrevenue incentive tax’’ of C. William Hazelett, author of 
Incentive Taxation and A Dynamie Capitalism. Once our economy is running 
freely and justly, this tax will not collect much revenue, if any. It is an invita- 
tion for money to circulate and for venture capital to venture promptly into new 
business. To avoid this tax, vou would keep vour money working 

(As a temporary expedient, to collect extra revenue in the current emergency 
and make a erude correction in the current maldistribution of profits, it would 
act as a gold dredge to dig out the idle cash if applied without warning for the 
current tax vear. Of the excess money in the system, a portion is idle; if it were 
all in active cirenlation, prices would be higher than they are. The problem is 
how to tax the idle cash and return it to active circulation without increasing 
the amount of money in active circulation—deflate the money supply, but without 
the risk of starting a deflationary spiral. 
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How did the idle money get that way? The wise capitalist keeps his money 
working, invested in business, in the tools of production. However, in recent 
years, politica! attitudes toward business, more and more socialistic, have dis- 
couraged investment. Unknown billions are hoarded as idle cash in undistributed 
profits or surplus of all kinds of business including tax-exempt foundations, socie- 
ties, unions, and cooperatives: in the uninvested funds of banks, insurance com- 
panies, trusts, and estates; and in safe deposit boxes. In capitalism as we have 
known it, the distribution of profit has been neither honest nor currently complete 
This idle cash should have been distributed to the owners of the material and human 
assets of business——to the stockholders and emplovees——and to government as 
tax revenues on their personal incomes. It should have been distributed, but 
it wasn’t 

Hlow many billions would this tax collect if applied without warning for the 
vears ending in fiscal 1950-51? The unthinking might call this a eapital levy, but 
it’s not. It is an attempt to right a wrong, to correct the current maldistribution 
of profits. The alternative, ‘deficit spending,” is the real capital levy, an unjust 
tax on the value of the dollars of both rich and poor, 

If Government would exhibit good faith in free-market capitalism by repealing 
all socializing statutes and overbalancing its budget, sincere in the intent of 
returning to an honest money svstem, enlightened businessmen would pay this tax 
voluntarily in this emergeney Collection would present no problem, 

Chapter 6 gives the President the power to use the natural law of price to ration 


consumer goods by applving exeise taxes to raise their prices, and thus channel 
production into war goods It also provides that contracts be let on an incentive 
basis, rather than “‘eost plus.”’ The Economie Stabilization Ageney could be 
reduced to one man—or none The consequent saving in Government cost would 


be only a start on the enormous saving by the return to a free ¢ economy. 


I\ EVERY MAN A CAPITALIST AND EVERY BUSINESS AN ECONOMIC REPUBLI 


The Prosperity Revenue Act is justice; it uses the force of law only to prevent 
Injustice It set peach business as an economic republic with the voting power 
distributed in proportion to personal and financial ability It thus supplies the 
missing link in capitalisin: economie enfranchisement. With the proper economic 
vote, we shall run our businesses direetly as shareholders; we shall use our political 
vote only to induce Government to enforee the law, “to protect persons, liberties, 
and properties; to maintain the right of each, and to cause justice to reign over 
us all 

If a nation were founded on this basis, it seems to me that order would prevail 
among the people, im the ight as well as in deed. It seems to me that such a nation 
would have the most simple, easy to accept, economical, limited, nonoppressive, 
just, and enduring government tmaginable . 8 

Under sueh an administration, everyone would understand that he possessed 
all the privileges as well as all the responsibilities of his existence No one would 
have any argument with government, provided that his person was respected, his 
labor was free, and the fruits of his labor were protected against all unjust attack. 
When snecessful, we would not have to thank the state for our suceess. And, 
conversely, when unsueceessful, we would no more think of blaming the state for 
our misfortune than would 1 farmers blame the state because of hail or frost. 

he state would be felt only by the invaluable blessings of safety provided by this 
concept of governmen 
‘ 


LFTERNOON SESSION 


The Cuarmman. The next witness on the calendar is August Walters, 
monetary reformer, Newark, N. 4. 

Please qualify by giving your name and address and the capacity 
in which vou appear. 


STATEMENT OF AUGUST WALTERS, MONETARY REFORMER, 
NEWARK N. J. 


Mr. Wautrers. My name is August Walters. [live at 58 East Park 
Street, Newark, N. J. 

Mr. Kean. Mr. Chairman, 1 wish to sav that Mr. Walters is a 
retired successful businessman. He has given a good deal of thought 
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on this. IL have been in correspondence with him on this, and he is 
well thought of in the community. 

‘The CuatrMan. You are recommended highly by our distinguished 
colleague. 

Mr. Watcrers. I am a retired businessman, that is practically 
retired. 

Now, Lam probably the only man who appears before you and can 
definitely prove that you do not have to raise the Federal taxation one 
dollar. Now, that seems a fantastic statement, a screwball idea 
maybe, but L will prove to you conclusively that it can be done. 

At the present time when you need $100,000,000, we will say, the 
Federal corporation advances $100,000,000 to the Treasury. Is that 
correct? L will just take one item, $1,000,000, out of the $100,000,000. 
Suppose a manufacturer delivers an airplane costing $1,000,000. He 
gets his check from the Treasury and he goes to the Federal Reserve 
bank and he says to the teller, “Let me have this in cash.’"’ So the 
teller hands over $1,000,000 and the minute that $1,000,000 has been 
handed over, he says to the Treasury, “I have just paid this man 
$1,000,000 of my money and L want security to get this money back,” 
and we give them a bond with interest. Now, the man who has the 
$1,000,000 puts it in his bag, goes as far as the door of the bank, and 
returns to the teller and redeposits the $1,000,000. 

Now we have the following situation: The banker has the money 
back for which he demanded security. In his left hand he holds 
$1,000,000 in the form of a Treasury check. In his right hand he 
holds a $1,000,000 bond. | have asked the Treasury officials to 
please tell me what does the banker pay for the bond? No answer 
has been forthcoming. Then | wrote to Senator Byrd and Senator 
Byrd asked the same question of the Treasury officials and they wrote 
back that my plan would interfere with the currencies. 

I cannot understand such a stupid answer. 1 do not interfere with 
the currency at all. That is the situation and that is the reason 
why we have a $250,000,000,000 or $300,000,000,000 debt) upon 
which we pay interest and which actually does not exist. 

Now, | propose to vou the following: Supposing we take again the 
$1,000,000 transaction for the airplane. The Treasury receives a 
bill from the manufacturer for $1,000,000. The Treasury returns to 
the manufacturer a national credit certificate. This credit certificate 
is based on the same security as the bond. Here is the bond which 
is backed up at the present time by the resources of our Nation which 
consist of raw materials and labor. As long as we have raw materials 
and the labor we have unlimited credit. 

Now, my national credit certificate is based upon the same security. 
There is no difference at all. 

When the man receives the national credit certificate he goes to 
his bank, he deposits it with his bank. The banker returns the cer- 
tificate to the Treasury Department which opens United States 
national credit for the banker and the banker, in turn, opens banker's 
credit for the manufacturer, and we pay the banker the service 
charge of | percent for handling the Treasury transaction. 

Now, instead of going $1,000,000 into debt, we just have to raise 
$10,000, the banker's service charge, to pay for a $1,000,000 airplane. 
What do vou think of that? 
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Mr. Eseruarrer. Mr. Walters, you say the bank has a credit with 
the Federal Government of $1,000,000? 

Mr. Watrers. Yes. 

Mr. Esernarrer. How would the manufacturer who built the 
airplane pay his employees? 

Mr. Wavrers. He can pay his employees with a check upon the 
bank and the employees can cash it with the bank. 

Mr. Exeruarrer. Suppose he paid the employees by check for a 
week's pay. They would take that check to the bank and cash it. 

Mr. Wacrers. Yes. 

Mr. Eseruarrer. Then they would get bills for it. 

Mr. Warrers. Yes. 

Mr. Esernartrer. They would get $10 bills, $5 bills, and so forth. 

Mr. Watrers. Yes. 

Mr. Esernarrer. You would still have money passing hands, 
would you not? 

Mr. Wavrers. Yes. You see what happens, at the time when the 
banker paid the $1,000,000 he took it out of the people's deposit 
money and when the man who received the $1,000,000 went back to 
the bank he simply redeposited the money among his deposits, vou 
know. The bank is not out anything. 

Mr. Esernarrer. Of course, they are just the center for exchange. 

Mr. Wacrers. It is the same principle as we have now with private 
enterprise. If I put money in the bank, I have a credit at the bank, 
have I not? 

Mr. Epernarrer. Yes. 

Mr. Warrers. I can draw against that and the money will flow 
back into the bank maybe through 50 or 100 different sources. — It 
depends on how many checks | make out. It is the same with the 
Government. The bankers do not use their own money at all. 
They use the people's deposit money. We have about $20,000,000,000 
on deposit in the banks now. That is sufficient to pay for all the cash 
transactions we have. Why should we hock our national credit to the 
bankers and pay them interest charges and go into debt when we 
could use our national credit directly as the Constitution says. The 
Constitution says to borrow money on the credit of the United States 
What is the difference? Why should we go to the banker? We do 
not need them. We are far more powerful than any group of bankers. 
Is that right? 

Mr. Esernarrer. Yes. 

Mr. Walters, what you are proposing is a change in the system 
particularly as it affeets credit and particularly as it affects the bank- 
ing system of the country. 

Mr. Warrers. I tell vou, Mr. Eberharter, it would not make any 
particular change at all. It would not change anything at all with 
the exception that we get rid of creating unpavable national debts. 
That is the only difference. 

We simply say to the bankers, “Well, boys, in the past we have 
opened credit for you. Now in the future you are going to open 
credit for us.”’ 

Mr. Erneruarrer. Mr. Walters, what we are concerned with here 
in this committee is raising money by taxation, and this committee 
has nothing whatever to do with changing the banking system and 
the monetary system of the country. 
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The only thing we have before us is the consideration of getting 
enough revenue to pay the expenses of the Government. 

Mr. Wavrers. All right, [ will explain that to vou by taking as an 
example the post office, for instance. The post office has an income 
at the present time of approximately $1,500,000,000. Now if we pay 
every manufacturer with a post office national credit certificate, they 
deposit it in their banks. The banks open credit after they receive 
the national credit from the Treasury Department and the manu- 
facturer of the airplane can pay for all his materials and labor with 
a check upon his bank account. You know, instead of going $1,500,- 
000,000 into debt, and at the present time the postmaster wants vou 
to advance him $400,000,000 more because he is working at a deficit, 
he will actually make a profit, the Post Office Department will make 
a profit, of $1,485,000,000 because the only expense we have is the 1 
percent banker's service charges which amount, in this case, to $15,- 
H00,000. Now, if we deduct that $15,000,000 from the income of 
$1,500,000,000, we have an actual net profit of $1,485,000,000, and 
nobody has been hurt. 

Mr. Exeruartrer. Let me say this, Mr. Walters. It seems to me 
that your proposition is a proposition that should be be taken up with 
the Committee on Banking and Curreney which has jurisdiction over 
the money system of the country. This committee does not have 
jurisdiction over the money system of the country and that is what 
your reform goes to, the money system of the country. Your sug- 
gestions here really do not have anything to do with taxes. That ts 
the reason I think vou ought to get an appointment with the Com- 
mittee on Banking and Currency. 

Mr. Wavrers. I tell vou, | want to have the support of all vou 
gentlemen because | have the right idea and L can save vou billions 
and billions of dollars. You can actually finance the national budget 
without increasing the taxes $1. [ want vour support. IL have been 
trving for the last 25 vears to make headway. 

If the Treasury officials say, ‘“This guy, Walters, is a screwball and 
he has a crackpot scheme,” who is here to answer them? You cannot 
answer them because vou have been brought up under orthodox ideas. 
Whatever vou learned tn school or in college is all orthodox. 

It is the same as 450 vears ago ,the German astronomer, Copernicus, 
appeared before a body of orthodox astronomers and when he pre- 
sented his plan and definitely proved to them that the carth was not 
the center of the universe but was traveling about the sun, he was 
called a heretic and they were ready to burn him at the stake. 

I think the bankers would like to burn me at the stake if thes find 
this out, 

Mr. Enernarrer. I tell vou, Mr. Walters, if you go before the 
Committee on Banking and Currency and present your proposition, 
that is the first place to start, not before this committee. 

Nir. Wanrers. Yes; but it may be too late for you. You are going 
to have tax bills coming along now. I want you to be prepared to 
answer these fellows. You can tell them we do not need them at all, 
we know how to finance the Government. Do what we did before 
1835 in Congress when vou gentlemen had the financing of the Nation 
in vour hands. 

Mr. Eseranarrer. Thank you, Mr. Walters. 

Mr. Foranp (presiding). Are there any other quéstions? 
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If not, we thank vou, Mr. Walters, for your appearance before the 
committee and the information you have given the committee. 

Mr. Wavrers. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. Richard H. Long, director of 
the Massachusetts Social Security Association. 

Will vou give your name, vour affiliation, and vour address, for the 
benefit of the record? 


STATEMENT OF RICHARD H. LONG, DIRECTOR, MASSACHUSETTS 
SOCIAL SECURITY ASSOCIATION, INC., FRAMINGHAM, MASS. 


Mr. Lone. My name is Richard H. Long, 340 Winter Street, 
Framingham, Mass. I am director of the Massachusetts Social 
Security Association. 

The information that | have to present to vou might not go directly 
to action under your committee but it is information that should be 
considered when you are making out the tax bill because with this 
information bills can be filed so that the taxes that vou will levy can 
be very much lowered than what is being considered. 

Now, Mr. Chairman, to give vou a little idea of what this association 
has done and what it is trving to do. 

In my business at the time of the First World War we were the 
largest, the principal contractor on many articles for the Army. We 
had at one time 6,000 people working for us. In that period the 
contracts usually were not taken with the idea that the Government 
would furnish plants as they have been since. In our contracts we 
bid and at the same time Massachusetts was, vou might sav, a leader in 
manufacturing of leather and canvas goods. Whatever orders we 
took, we took and were paid only when the goods were delivered. 

Now, it came to my attention in World War II, that there was a 
different situation in regard to the placing of contracts. I went to 
headquarters to learn what was going on, and I found at that time 
what seemed to me a condition that was really a spending spree and 
while during World War I, at the end of the war, this country had no 
debt except $15,000,000,000 and war assets enough to retire that debt, 
the taxes and financing were not anvthing of much importance. 

It was also my privilege to know and to help as a private citizen in 
the enactment of the Federal Reserve law, and until 1921, the opera- 
tion of that law was under the advice of Robert Owen, the author of 
the law. And operating under his advice, there was no material debt. 
His idea was to provide an adequate amount of money to carry on the 
affairs of the United States. 

That condition was changed in 1921 when the Federal Reserve 
Svstem adopted the policy of curtailing credit, preventing and destroy- 
ing credit. So you have, at the present time, a condition under which 
the debt of the United States has grown to $250,000,000,000, largely 
because of the policy of curtailing and preventing credit. 

Now, Mr. Chairman and gentlemen, Robert Owen was a consultant 
of the society, and with his advice a plan has been made to refund the 
public debt by first providing a bank, as they have in Canada, so that 
no money will be issued except by and for the benefit of the United 
States. If that is done, you will have immediately a reduction in vour 
debt of $22,000,000,000 or $25,000,000,000, That will bring vour debt 
down to about $230,000,000,000, 
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At the present time, the United States bonds at their real value are 
not worth more than 50 cents on the dollar. The purchasers of those 
bonds get interest at the most in the amount of 2°; percent. That 
2%, percent interest will not buy any more than 1% percent. 

In the sale of bonds, the United States advertises that you invest $75 
and in 10 vears you will get $100. You will get $100 but that $100 
will only be worth about 40 cents on the dollar. 

Now, in Massachusetts, our society has filed a bill to have a Massa- 
chusetts bank to take over the Boston Federal Reserve Bank. I do 
not know whether we will get the bill through or not, but with that 
bank working as hard as the Boston Federal Reserve Bank, we can 
make for the people of Massachusetts at least $150,000,000 a year 
and also we can get the taxes on the property that is now being used 
by the Boston Federal Reserve Bank that pays no taxes whatever, so 
that for the people of New England there is an opportunity to gain 
$300,000,000 a vear. 

Now, Lam not going to take much of your time. I would say that 
| have consulted the office of the Senate Finance Committee. Maybe 
you will have an opportunity to present these matters there. We say 
we have the know-how of everything. We should not let the people 
of the United States suffer and should not let the savings banks suffer 
by getting less than half the interest, vou should not have the banks 
in danger of bankruptey because they do not have any money in the 
bank. 

All the money in the United States in the Federal Reserve banks 
and all the commercial banks is only between $2,000,000,000 and 
S35 000 000 000, They have SSO0.000.000.000 or more on deposit. 
How can they pay $80,000,000,000 when they have only between 
S2,000,000,000 and 83,000,000 ,000? 

I have one copy of what we think can be done by this bill for the 
State of Massachusetts. That 1 will leave with you. 

Mr. Foranp, Do you want to put that in the record? 

Mr. Lone. Yes, | would. 

Mr. Foranp. Without objection, it will be inserted in the record 
at this point, 

The document referred to follows: ) 


\EASSACHUSETTS SocraLt Securrry Association, INc., 
FRAMINGHAM AND BOSTON, MASS. 


Massachusetts Bank, estimate 
S10, 000, 000 


Capital 

\lassachusetts share of United States gold certificates S00, OOO, OOO 

New England share legal tender moneys 3, 500, 000, 000 
Total capital 1, 310, 000, 000 

Income from that capital at 4 percent 172, 400, 000 


That after expenses should allow vearly a profit for Massachusetts revenue of 
100 millions: other New England States, 50 millions. 

The reports of Boston Federal Reserve Bank shows a payment to United 
States Treasury in round figures: 


147 $5, 473, 000 
1048S 13, 067, 000 
1949 12, S77, 000 
Lo50 13, 206, 000 


Profit United States revenue total ‘ 14, 623, 000 
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The Bank of Canada with a capital of $5,000,000 paid in 1949 for revenue to 
Canada $20,442,000. 

It is our estimace that the Bank of Massachusetts with $800,000,000 gold 
certificates and adequate money can turn over to New England for revenue more 
than 150 millions. 

The Federal Reserve System according to Robert L. Owen is a breeder of panics, 
according to his writings enclosed. 

It is our opinion that it is acting as a dictator to put the United States into 
bankruptey and will destroy the rights of Americans unless returned to the 
12 branches with no Federal power to prevent and destroy credit. 

The wonderful record of Federal Reserve System under advice of Robert Owen 
shows prosperity unlimited and now it is a racket leading to slavery and poverty 
and bankruptey. 

The opinion of Robert L. Owen is printed below. 

Massacuusetts Soca Security Association, Inc. 
Ricnarp H. Lone, Director. 





Opinion OF Ropert L. Owen 


Twenty-five vears ago today Woodrow Wilson, in the presence of members of 
his cabinet, chief executive officers, the leaders of the United States Senate and 
House of Representatives, approved the Federal Reserve Act. Three solid gold 
penholders and pens had been prepared for the occasion. Three original copies 
of this act were printed on parehment and signed by Hon. Champ Clark, Speaker 
of the House of Representatives; Hon. Thomas R. Marshall, President of the 
Senate: and the President of the United States. 

One of these copies went to the Secretary of State, Hon. William Jennings 

Bryan, for permanent record. One of the copies was presented to Hon. Carter 
Glass, chairman of the Committee on Banking and Curreney of the House of 
tepresentatives, and one was presented to the chairman of the Committee on 
Banking and Currency of the United States Senate. One of the gold pens was 
given to Hon. William Gibbs MeAdoo, Seeretarv of the Treasury: one to Hon 
Carter Glass; and one to the chairman of the Senate Committee. 

This act was generally regarded as the greatest achievement of that adminis- 
tration. 

Under this act $40,000,000,000 of liquid money was created to finance the World 
War. I[t financed not only the United States, but finaneed to the extent of 


billions of dollars Great Pritain, Franee, Italy and their allies. “That one act 
won the war,” said John Skelton Williams, Comptroller of the Currency. 
The United States came out of this war in a highly prosperous condition. This 


prosperity was the result of the expansion of credit and curreney which enormous!s 


stimulated production and employment. 

In 1921 those in control of the Federal Reserve Svstem contracted credit and 
currency by the use of the great powers of the Federal Reserve Act. It resulted 
in depression 

Again in 192° 32 another depression followed the contraction of the money 
supply. And a third depression took place in 1937 from a similar cause. 

The Federal Reserve Svstem is supported by men of all parties. Under no 
circumstances should it be considered in a partisan light. The operation vitally 
affects the economic and financial condition of the entire country, including the 
Government itself. 

There is lacking in the United States an informed public opinion as to the cause 
and cure of depression. 

With the hope of laving the foundation for a better understanding of the 
principles of the Federal Reserve Svstem and the use of its powers to restore 
prosperity and prevent future depression, this commentary is submitted for the 
considerate judgment of leaders of public opinion in the United States. 

Trusting that this vital matter may not be clouded by any attempt to fix the 
blame on anybody or to attempt to gain partisan advantage, I remain 

Your faithful servant, 
Ropert L. Owen, 


DecemMBER 23, 1938, 


Mr. Lone. T also have a copy of the Bank of Canada, which shows 
how they do business there, how no private concern is mixed up in any 
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way with the issuance of money and the Dominion of Canada gets a 
profit on all the issues of money while the money is outstanding. 

I also have a copy here of the annual report of the Bank of Mont- 
real. That is the bank that has more than $2,000,000,000 of assets. 

1 would like to have vour committee or someone connected with 
vou compare the way they keep their accounts with the way that our 
banks keep their accounts. 

Now, | do not blame the banks too much for the way they keep 
their accounts and make it appear that they have 10 times as much 
cash on hand as they have because under our Federal Reserve System 
there is not any money for the banks, only 2°, billion dollars. So 
they carry in their account “eash” and “due from the bank” and all 
the cash they have on hand in one bank is figured in the other banks. 

Now? to show vou how easy it is to do it if we can get the machinery 
todo it, on the second page of the copy that [leave with vou we have 
a debt of $250,000,000,000, a little more than that. If we retired the 
private money issued by the Federal Reserve System, that would 
reduce that debt to about $250,000,000,000. Tf they pay one-half 
of that in money of the United States and new bonds of the United 
States paving 5 pereent interest, vou will correet the injustice that ts 
being done not to the bankers but to the people of the United States 
who have those bonds that when they are due will only be worth about 
10 cents on the dollar. 

You will not only do that, but vou will establish a value and an 
opportunity for revenue for the people that have the money in the 
savings bank that always did exist until 1921 when the Federal 
Reserve System adopted the poliey of curtatling and destroving credit. 

Since that time the value of property in this country has gone down. 
I ean give vou an example of the difference in cost and value of prop- 
erty [rom my own experience. 

In 1017, a faetory was built for my business with LOO,000 square 
feet of floor space, a conerete factory that cost about $2 a foot That 
factory today would cost S6 a foot So the increased cost has gone up 
in that case three times as much. 

Now, some people talk about inflation | have never been worried 
about inflation. Everybody wants the property he owns to advance 
In value When vou buy property vou like to bruin it at as low a price 
avs Vou can When Vou sell if, vou want to make a profit 

Those are the conditions that have been brought about by the action 
of the Federal Reserve Banking System. 

| have some figures here for the Boston Federal Reserve Bank. 
Thev have 8916,000,000 in gold certificates. They are absolutely of 
no use to them. The gold certificates have no value in this country. 
They have value only in foreign exchange or in foreign countries, 
Under the system that we propose, if that can be put through, the 
$916,000,000 of gold, together with ail the other gold in the United 
States, a total of about $22,006,000,000, can be used as a basis for 
credit for doing business or establishing or helping our allies or any- 
body else vou want to help in Europe or anywhere else. So that 
instead of taxing the people of this country to provide things for other 
countries we want to help, that gold can be used, so you need not let 
them have any money for which the taxpayers would have to pay. 

Now, that Boston Federal Reserve Bank has Federal Reserve notes 
guaranteed by the United States in the amount of $1,597, 000, 000. 
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That makes a total of Federal property that that bank has of $2,313,- 
000,000, and all the profit, if they got this profit that the United States 
received in this year 1949, on all that Federal property was $12,877,- 
O00. 

Now, Mr. Chairman and gentlemen, those banks that control that 
Boston Federal Reserve Bank and get all the advantages that accrue 
from that control only put in capital of $12,000,000. 

One of those banks with a capital of $27,000,000, maybe not the 
same vear but a year not far away from it, declared in their statement 
a profit of $26,000,000. So vou have a situation where the United 
States of America let private people have $2,000,000,000 more of 
their property and they only get $12,000,000 in revenue, if they get 
that. 

Now, that is a bookkeeping entry, and from what I have seen of 
banking institutions, there is a question whether the United States 
actually got that money but the handling of all that money, and the 
United States gets no taxes from the Boston Federal Reserve Bank. 

Now, we often hear of people tell how politicians waste money. 
The cost of carrving on that institution in Boston, according to their 
report, is semething more than $5,000,000. Surely, after listening 
to the members of this committee vesterday demonstrating their 
interest in public affairs, | do not believe if vou were running it, if 
would cost vou more than SE.Q00.000. But they vet $5,000,000 and 
nobody questions it, thes are not talked about as politicians In a 
disrespectful way. 

That, Mr. Chairman, is all T have to say. If there are any ques- 
tions, I shall be glad to try to answer them. 

Mr. Foranp. Are there any questions? 

Mr. Exernarrer. Mr. Long, | think I will say the same thing to 
Vou that i snd lo the pore vious Witness. | think yvour sugeestions 
should he presented lo the (‘ommittee on Banking ana Currency 
rather than to the Conunittee on Ways and Means. That deals more 
with the question of our banking system than it does with the question 
of taxation. 

We are all glad to hear from vou, but I think Banking and Curreney 
really would have jurtsdiction on the subject vou present. 

Mr. Long. Yes; Tam quite aware of that, but as vou are going 
ahead, and if T may say it, | think that the people of this country, for 
the first time that [ know, are afraid of what is going to happen to 
them. 

Now, vou have been asked to levy a large amount of money in taxes, 
| believe a total of S71,000,000,000, 

If there is a way, as there can be, under this proposal, whether it 
comes through the Banking and Curreney Committee where L have 
asked to have a hearing, or the Senate Finance Committee where | 
have also asked to have a hearing, if you can carry on the affairs of 
this country and give the people a decent chance to live much more 
than they have, and not take everything that they have away from 
them in taxes, mavbe from some source vou would get the information 
so vou would not undertake to raise $71,000,000,000 when vou can 
get along probably by raising less Honey, 

Mr. Foranp. Are there anv questions? 

Mr. Reep. Mr. Chairman, I want to congratulate the gentleman. 
It is a very interesting presentation, 
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Mr. Foranp. We thank you, Mr. Long, for the information you 
have given to the committee. The books you may leave for the 
benefit of the staff of the committee. You wanted to insert the other 
sheet in the record? 

Mr. Lona. Yes. 

Mr. Foranp. That will be done. 

Mr. Lone. On the back of that is a quotation from the writing of 
Robert Owen. 

Mr. Foranp. Thank you, sir. 

That completes the call of the committee calendar. 

(The following statement was also submitted for the record:) 


STATEMENT OF Massacuusetts Socitat Securiry Association, INc., 
FRAMINGHAM, Mass, 


(By Richard H. Long, director) 


Made with advice and teaching by Robert L. Owen, author of the Federal 
Reserve Aets, while Robert Owen was a consultant of this association, and 
quoting from writings of Robert L. Owen 


“Under this aet $40,000,000,000 of liquid money was created to finance the 
World War. It financed not only the United States, but financed to the extent 
of billions of dollars Great Britain, Franee, Italy, and their allies. ‘That one aet 
won the war,’ said John Skelton Williams, Comptroller of the Curreney. 

“The United States came out of this war in a highly prosperous condition. 
This prosperity was the result of the expansion of credit and curreney, which 
enormously stimulated production and employment. 

“In 1921 those in control of the Federal Reserve System contracted credit and 
currency by the use of the great powers of the Federal Reserve Act. It resulted 
in depression 

‘Again in 1920-32 another depression followed the contraction of the money 
supply. And a third depression took place in 1937 from a similar cause.”’ 

The United States publie debt was only 15 billions at the end of World War I, 
besides about © billions loaned to Great Britain, Franee, Italy, and their allies. 
War assets were being used to retire that debt. 

There was no important public criticism of United States finances and taxes 
were on the way to normal. 

The Federal Reserve System was used to expand eredit and curreney. 

In 1921 the Federal Reserve System passed to the control of enemies of expand- 
ing credit and curreneyv. A svstem of regimentation and preventing and destroy- 
ing eredit and reducing and limiting currency was adopted, causing panies, high 
taxes, and excessive cost of government. 

Under this poliey of Federal regimentation and interference with State and 
local affairs freedom and demoeracy are disappearing 

The United States dollar is not worth more than 40 cents and the United States 
is in danger of bankruptey as all commercial banks have less than 3 percent of 
money to pay demand deposits and a run on commercial banks will close them all. 

The remedy is simple—abandon Federal regimentation. Return to National 
Government as we had from 1916 to 1920, with low taxes and States’ rights. 

This ean easily be done by refunding our public debt by new bonds to replace 
all United States bonds with one-half 10 vear new bonds paying 5 percent interest 
and one-half money issued by the United States Treasury or a bank owned by the 
United States and all profits for United States revenue. 

Retire all private money that will cancel 22 billions of United States bonds. 

This plan will reduee the United States debt to only 115 billions. Banks will 
have real money for 25 pereent of bank deposits, as they do in Canada. 
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That will free 22 billions of United States gold, that can be used to help our 
allies, with no excessive increase of United States debt or taxes 

By this plan the power of the United States to help finance United States 
allies, under conditions that they pay our loans, will make needless raising of 
any army this vear. 

The power of all United States resources to provide arms will be more and our 
allies can provide men and Russia or her allies cannot then accuse us of world 
aggression, as they now do 

One million young men in the United States will produce enough to pav for 
expense of three million soldiers in England, France, and Germany and other 
allies 

This will save the dangerous policy of military training that military men 
usually advise and leads to the end of democracy, home rule, and State rignts 
that were not in danger before Federal regimentation plunged the United States 
into dictatorship, with all the dangers to a free country. 

A simple outline of this plan is below: 

A brief statement of the bad results of Federal Reserve operation is enclosed 

Plan to refund public debt 

50 percent new bonds 10 vears with 5 percent interest; 

50 percent United States money issued by United States Treasury or United 
States bank, all profits for United States revenue; 

Require commercial banks to carry United States money for 25 percent de- 
mand deposit 

Retire all Federal Reserve money. 

This plan will reduce United States debt to 115 billions: 

Set example for banks to pay more interest; 

Free all United States gold, about 22 billions: 

Increase individual incomes annually 25 percent; 

Reduce taxes to maximum of 25 percent; 

Allow more help to allies by loans instead of gifts; 

Avoid a large army and military training: 

Save United States commercial banks of danger 


Boston Fe de ral Re serve Rank, Dec Si. 1949, Ke de ral prope rly 


Gold certificates S916, 600, 474 
Federal Reserve notes guaranteed by United States 1, 397, , 130 


,, | ae ‘ ; , : > 313 604 
Private bank capital 2 . 900 
Amount paid to U.S. Treasury f , 827 
State and local taxes lost, estimated 50, 000, 000 
I stimated profits for revenue to United States, if run like 

of Canada 150, 000, 000 


Mr. Mintus. Mr. Chairman, I move that the committee adjourn 
until 10:30 o'clock Wednesday morning. 

Mr. Foranp. All in favor will say “Aye.’ 

(General response: ‘“Aye."’) 

The committee stands adjourned until 10:30 Wednesday morning. 

(Whereupon, at 2:45 p. m., the committee adjourned to reconvene 
Wednesday, February 14, 1951, at 10:30 a. m.) 
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WEDNESDAY, FEBRUARY 14, 1951 


House or REPRESENTATIVES, 
CommitTreE ON Ways ano MEANS, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Robert L. Doughton 
(chairman), presiding. 

The Cuainman. The meeting will come to order. 

The witness this morning is Mr. Eric Johnston, Administrator of 
the Economic Stabilization Ageney. 

Mr. Johnston, will vou please give vour name and address and the 
capacity in which you appear to the stenographer for the benefit of 
the record? 


STATEMENT OF ERIC JOHNSTON, ADMINISTRATOR, ECONOMIC 
STABILIZATION AGENCY, ACCOMPANIED BY GRIFFITH JOHN- 
SON, ECONOMIC ADVISER TO THE ADMINISTRATOR 


Mr. Jounsron. My name is Erie Johnston. | am Administrator of 
the Economic Stabilization Agency. 

I have a prepared statement, gentlemen, but as I just finished it 
before I left the office, it is not vet mimeographed. Copies will be up 
here in a short time for any one desiring to have one. 

The Cuarrman. Would vou prefer to make your: main statement 
without interruption and then have questions at the conclusion of 
your statement? 

Mr. Jounsron. | would prefer that. 

Mr. Chairman, | appreciate this opportunity to come before vour 
committee to discuss taxes and economic stabilization. 

The Nation's ability to preserve the whole economy on a steady keel 
will rise or fall on whether we adopt —and adopt quickly a tough and 
steep program of tax increases. 

I know it is not pleasant to say this. It is never pleasant or agree- 
able to advocate higher taxes. But the alternatives at this time to an 
adequate tax program are far more painful and unpleasant. Failure 
to tax -and tax hard now —will be perilous to our country’s strength 
and safety. 

It is not my purpose to give vou a detailed plan for increased taxa- 
tion. You, vourselves, Mr. Chairman, are far more able to do that 
than Lam. And you can draw on the advice of experts in this vast 
and complicated field and on your own wealth of experience. 

I intend to deal, instead, wtih the broad aspects of taxation as they 
relate directly to the responsibility assigned to me. 

My job as Economic Stabilization Administrator — the way I see it 
is to protect the soundness and integrity of the dollar. 


315 
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We all know the dollar buys less today than it did 10 months ago. 
And it buys a lot less than it did 10 years ago. 

You remember when inflation started reaching in our pockets. It 
was last June, in the echoes of the first gunfire from Korea. 

Korea put us in the arsenal business once again. We must earmark 
a steep percentage of our output—for military purposes. Whenever 
that happens, it means fewer goods for civilians. The memory of the 
last war—-with its shortages and substitutes—lingers in our minds. 
So we've had a rush of fear buying tn these last few months. 

We have been bidding among ourselves for every sort of merchandise 
that military needs might snatch away from us—or that we thought 
might disappear. 

While we bid for goods, industry bids for workers with the lure of 
higher pay. Rising costs all along the line whittle profit: margins. 
So up go prices. You can’t get much closer to perpetual motion than 
this spinning top of prices, wages, costs, and profits. 

We have to stop this wild gyration. It is a part of our national 
defense to stop it. 

[ wish there was a simple answer to inflation, but | do not think 
there is. 

To stabilize our economy, to protect our dollar, we must adopt 
and with the utmost speed-—a list of drastic lim‘tations to slice non- 
defense spending to the self-denial level. 

I want to urge these points for your consideration in framing a 
tax bill: 

(1) We must balance the budget, pay as we go. 

(2) We must do it quickly. 

(3) This is going to hurt those people who are on a fixed income 
basis, but it will hurt them far more if tiflation sets in. 

It will not be possible to stabilize the economy, to hold inflation in 
line, unless Congress votes a tax bill sufficiently high to pay for our 
defense program as we go. 

I cannot urge too strongly that Congress act with the greatest 
possible speed in voting these higher taxes. Delay will eat at our 
economic strength. 

We have recently, as vou know, imposed price and wage controls. 
The purpose was to jam the brakes on inflation. These controls are 
needed, but they cannot alone do the job. They will be in constant 
jeopardy so long as taxes remain at present levels. You can help to 
make them effective by draining off excess purchasing power through 
higher taxes all along the line 

This is the No. 1 problem for the Congress to consider now in the 
area of stabilization. 

We are rapidly approaching the time when the Federal Government, 
with its present tax structure, will be running a heavy deficit. No 
single development could be more calculated to increase the dangers of 
inflation. Unless we move quickly to increase taxes, we will be making 
again the mistakes that were made in World War IL. 

This time we will have no excuse. We are not engaged, as then, in 
all-out war. The burden of the defense effort today represents a much 
smaller proportion of our total national output. The taxes necessary to 
finance it ona current basis can be imposed without unduly impairing 
the incentives needed to attain the required level of production. 
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I do not think we should postpone the tax action proposed by the 
President simply because we do not know now what precise amount 
will be required in a year—or 2 years hence—to achieve a balanced 
budget. 

No one can be more in favor than I of the utmost economy in the 
nondefense expenditures of the Federal Government. But whatever 
adjustments may be possible in this direction, | believe, in view of 
military requirements, that at least $10,000,000,000 in additional 
taxes will be required. 

To delay action on such a bill, in my judgment, will endanger the 
Government's fiseal position through rising debt and through higher 
prices for military goods. Delay will also hurt the welfare of our 
whole economy and will undermine the integrity of the dollar. 

One of the questions in vour minds, I am sure, is the effectiveness of 
our program to stabilize the cost of living. 

Since June 1950, we have suffered a large and rapid rise in prices. 
To strike at this spiral, we issued a general freeze on prices and wages 
nearly 3 weeks ago. 

It was never conceived that this action would immediately stop the 
upward momentum of the cost of living. But it did mark an essential 
beginning, a basis on which an effective control structure could be 
built. It will take several months to build this structure. 

Our objective is clear—as quickly as possible, to arrive at a price 
level which can be held. We intend to take whatever measures are 
within our power to hold this level and to ask Congress for such 
additional auth rit us Wwe may find we need, 

| want to reiterate that whatever success is achieved by direct 
controls will at best be transitory unless they are backed up by a 
balanced, pay-as-you-go Federal budget. 

While the housewife must pay both taxes and higher living costs 
out of the same pocketbook, her pocketbook now holds substantially 
more money than it did last spring —more than $20,000,000,000 more 
in the aggregate. 

On the average, the American people can pay much more in taxes 
and still be as well off as they have been in recent months. I realize 
there are millions for whom this is not true—persons whose dollar 
incomes are relatively stable. But these are the very ones who are 
always most hurt by inflation—and shattering inflation, sooner or 
later, is the only alternative to an adequate program of taxation. 

The faet which seems important to me is this: Following the rise of 
$20,000,000,000 in personal incomes in the last half of 1950, the out- 
look is for a continued increase amounting to perhaps an additional 
$30,000,000,000 in 1951, even assuming no significant further increase 
in prices. We will have only about the same amount of goods and 
services for which this additional money can be spent. 

The essential problem we face is to stabilize spending in dollars 
despite a substantial rise in the money income. This can only be 
done in two ways— by increased taxes or by increased savings. There 
is no practicable possibility of accomplishing all or most of the job 
through increased savings. 

A substantial portion of the increase must be taken away in taxes 
if the pressures of demand are not to break through any possible 
system of direct controls which can be devised. 
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There is no mistaking that the days ahead are going to be tough— 
and rough—on all of us. We are all going to take a cut. Wages will 
not run as high as workers think they should. Profits will not run at 
the rate that business thinks they should. The farmer will not get 
all he wants. And all of us as consumers will have to get along with 
less. 

It would be wonderful to find some way of curbing inflation that 
would make everybody happy and nobody mad. We would all like 
to have the cost of living drop to bargain-basement levels. But no 
one wants to sell his goods or services to anyone except the highest 
bidder. ‘This is not human selfishness; it is simply human nature. 
We are all for controls, the direct kind like wage and price freezes—or 
the indirect kind, like taxes, when we think they will hit the other 
fellow and not us. 

But it will not work that way. We are all in this together. 

I wish | could tell you the extent of cut-backs in civilian use, but 
no one can. 

| wish I could tell you how long it may take to get over the hump of 
production deficits, but no one can. 

But this Lean tell vou: The faster we fill the production deficits, the 
sooner we will stabilize the economy; the sooner we can return to 
large-scale civilian production. 

The faster we fill those deficits, the sooner we can slough off con- 
trols. No one will be happier than I when that day comes. I have 
absolutely no time for controls for the sake of controls. 1 am dead 
set against a master-minded economy. 

I believe in the myriads of entrepreneurial decisions that are made 
in our country and that have really made our country great, but there 
is no choice but controls when our destiny hangs on a trigger. But 
neither is there reason to permit our economy to congeal into a glacial 
age. I intend to exercise every vigilance against it. 

The whole reason for stabilization can be put in one short, simple 
sentence: The consequences of not accepting the limitations now would 
be many times more painful, and more dangerous, than all the tempo- 
rary limitations we impose at this time. 

I used that word “temporary” deliberately. Not temporary in the 
sense of a vear but certainly not permanent in terms of a generation. 

I do not go along with the Jeremiahs who see us hopelessly trapped 
by controls or round-shouldered from a load of taxes, or smothered 
by austerity. 

Barring a full-seale attack, I believe that 2 or 3 vears will be as long 
as we may need controls. 

Through self-restraint in our own self-interest—-through common- 
sense acceptance of controls—by paying the defense bill as we go— by 
limiting credit, by expanding production—we can fortify our security 
be yond. any challenge. 

And we will hasten the day when the dollar bill can look 100 cents’ 
worth of merchandise squarely in the eve as one equal to another. 

Gentlemen, that finishes my prepared statement. 

The CuatrmMan. Inasmuch as Mr. Johnston was called at the request 
of a member of this committee, Mr. King, | ask unanimous consent 
that he may question the witness first and then we will fall back to 
the usual order. He evidently had some special questions in mind 
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and information which he desired to obtain. The Chair hears no 
objection, so Mr. King is recognized. 

Mr. Kine. Mr. Johnston, the President in his tax message to the 
Congress stated among other things that we must have both an ade- 
quate tax program and proper controls on prices and wages if we are 
to prevent inflation and preserve the value of savings and _ fixed 
incomes. Lam sure, Mr. Johnston, you will understand why I thought 
it was important to have both you and Mr. DisSalle appear before 
our committee to develop the relationship between the stabilization 
program and the proposed tax program at present. I therefore have 
prepared a number of questions which I trust will develop for the 
committee the relationship more fully between vour program and the 
tax program and the part they play in the effort to achieve stabiliza- 
tion. 

According to the Wall Street Journal, Mr. Johnston, of Thursday, 
February 8, 1951, you are convinced that the upward price spiral can 
be effectively stopped by midsummer and that you can hold the cost- 
of-living index steady for the remainder of the year. Is this a correct 
statement of your position? 

Mr. Jounsron. { 

Mr. King. Just what is the picture with respect to the increases in 
production between now and midsummer? 

Mr. Jounsron. The increases in production between now and 
midsummer? 

Mr. King. Yes. 

Mr. Jounsron. The increases in production of civilian goods will 
not be great, if any at all. 

Mr. King. What will be the available supply of goods for civilian 
consumption then as compared with a vear ago? 

Mr. Jounsron. Probably, if anything, slightly less than they were 
a vear ago. 

Mr. King. How will the volume of spendable income and liquid 
assets by midsummer compare with the levels of a year ago? 

Mr. Jounston. The volume of spendable income will, as I said 
before, be larger than it was a vear ago. 

Mr. King. In view of the curtilament in goods for civilian con- 
sumption and the increases in spendable income, is there any other 
way to stabilize the economy in the immediate future than through a 
general tightening of the belt? 

Mr. Jounsron. I know of no other way except through a general 
tightening of the belt, through increased taxes, on a pay-as-you-go 
basis, a noninflationary credit policy, and, of course, increased pro- 
duction. 

Mr. King. In other words, our standard of living this year cannot 
be as high as it was last vear? 

Mr. Jounsron. I think it will be probably slightly lower. 

Mr. King. Your next condition for stopping the upward spiral of 
prices is that the Federal budget can be balanced. I assume from this 
that you favor a pay-as-you-go tax and spending policy? 

Mr. Jounsron. Yes; Mr. King. 

Mr. King. Is the pay-as-vou-go fiseal policy also essential to the 
effectiveness of direct controls, such as price control and wage control? 

Mr. Jounsron. Absolutely essential. In my opinion you cannot 
hope to have direct controls work effectively over a protracted period 
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of time without a pay-as-you-go tax basis. The pressures are too 
great, Mr. King. 

Mr. Kine. Is it important that higher taxes be enacted promptly? 
Suppose higher taxes as recommended by the President and the 
Secretary of the Treasury were not to become effective until October 
or November of this year, what effect would this have on your efforts 
to stabilize the economy? 

Mr. Jounsron. It would weaken the efforts to stabilize the 
economy. 

Mr. King. Just to make it unmistakably clear, Mr. Johnston, do 
we have a better chance of obtaining effective price control if higher 
taxes are enacted now than if they are not enacted at all, or if passage 
is delayed until late this vear? 

Mr. Jounston. In my opinion, you never made a truer statement 
than that. Of course. 

Mr. King. If a balanced budget is essential to your goal of a 
stabilized economy by midsummer, would you consider it desirable 
in the attainment of this goal to increase taxes by enough to provide 
not only a balanced budget but a budgetary surplus for the next 
fiscal year? 

Mr. Jounstron. I do not hope to achieve that, Mr. King. I think 
that is a goal which is entirely too much to expect. Of course, if 
there were a surplus, it would be easier for controls to work, but I 
think that if we can just achieve a balanced budget we will be doing 
all that we can probably expect to do. 

Mr. Kina. In the type of economic situation we are presently in, 
do you believe that it is possible to hold the line on wages and prices 
in the next 8 to 10 months if a substantial increase in taxes is not 
made during this time? 

Mr. Jounsron. I think it would be extremely difficult to do so. 
You might hold them for the next 8 or 10 months. You might hold 
them for a slightly longer period but it will be increasingly difficult 
to do so. 

Mr. Kina. In the last 6 months of the present calendar year, by 
how much would you expect the demand for goods and services to 
exceed the supply if no increase in taxes is made? 

Mr. Jounsron. I cannot answer that question. I do not know. 
It would depend on how much the military take out of the economy. 
It would depend upon production; it would depend upon a lot of 
things to which I do not know the answer. 

Mr. Kine. Does it make any difference in controlling the inflation- 
ary pressures whether or not increases in individual income taxes are 
made effective as of the first of the vear or as of the Ist of July? 

Mr. Jounsron. I would prefer them to be made effective as of 
the first of the year. It would make controls a simpler program. 

Mr. Kine. In attaining a balanced budget through higher taxes, 
would you agree that certain forms of taxation are more desirable 
than others in their effect on efforts to stabilize the economy? 

Mr. Jounston. Yes; I think certain forms of taxes are preferable 
to other forms. 

Mr. Kina. Do vou care to elaborate? 

Mr. Jounsron. I do not think it is necessary before a group of 
distinguished gentlemen who know so much more about taxes than I, 
to elaborate on a question of that kind. Obviously a tax program 
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must be equitable and fair. It is not only a question of imposing 
taxes which are the most antiinflationary; it is also imposing taxes 
which will be borne by the economy on a more equitable and fair basis. 
You gentlemen know much more about that than I. 

Mr. King. Some of the people who write to us do not agree with 
that. 

Mr. Jounsron. Lam sure that lots of them who write to me do not 
agree with what I am doing either. 

Mr. Kine. What would you consider the least favorable form of 
taxes at this time, Mr. Johnston? 

Mr. Jounsron. Taxes which are in the very nature inflationary, 
which are added to the cost of living. As you know, there are some 
taxes which go into the cost of living, increased parity prices which in 
turn increase the cost of living which in turn make greater demands 
for wage increases. There are many. Some of them are indirect 
taxes, some of them are taxes such as the sales tax which directly in- 
creases the cost of the product involved. 

Mr. Kine. Do you have an opinion of your own on the proposal for 
a national retail sales tax, Mr. Johnston? 

Mr. Jounsron. | think that is a matter, Mr. King, which you 
gentlemen are far better able to decide than I. Personally I have felt 
that the national sales tax would be less desirable than some other 
forms of taxation. 

Mr. Kine. That would include also at the manufacturing level? 

Mr. Jounston. The tax at the manufacturing level, of course, is 
usually pyramided in the cost of goods and frequently finds itself in 
parity prices or in the cost of living. There are reasons, however, why 
excise taxes on manufacturing goods should be imposed. 

The Secretary of the Treasury has recommended some of those. 
The reason for the imposition of course is that these goods are in short 
supply, at least temporarily, and it will inhibit the purchase of those 
goods. It will also raise a large sum of money which is necessary to 
balance the budget. 

I will go along on the President’s recommendations on those specific 
items for the reason that I have outlined. 

Mr. Kine. Have you any evidence of an increase in the demand for 
items on which the Secretary of the Treasury recommended that we 
increase the excise taxes, particularly in the case of automobiles and 
electric appliances? Do you consider it important that, since increases 
in these excise taxes have been proposed, prompt congressional action 
be taken with respect to them? 

Mr. Jounsron. I think prompt congressional action should be 
taken in respect to them. 

Mr. Kine. What about the evidence of increasing demand for 
items on which the Secretary of the Treasury recommended that we 
increase excise taxes? 

Mr. Jounsron. The increase in demand for those items? 

Mr. King. Yes. 

Mr. Jounsron. There is an increase in demand for some of those 
items and they will be in short supply. I think the reason for excise 
taxes on them is to more nearly balance the supply with the demand. 

Mr. King. Revenue is sort of a secondary factor? 

Mr. Jounsron. | would say that revenue is also very important 
because there is a great demand for them, It is a place where you 
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can raise revenue relatively rapidly. At the same time it has a tend- 
ency to balance the supply with the demand. 

Mr. King. What kinds of taxes are now included in the cost-of- 
living index? 

Mr. Jounsron. Several types of taxes, which are indirect taxes, 
that are concealed in the purchasing price. Also, sales taxes, I believe, 
are included in the parity formula and therefore reflect themselves in 
the cost of living. 

Mr. King. One of my prime considerations in inviting you, Mr. 
Johnston, was largely your opinions in connection with our duties in 
levying taxes in the next few months, solely because stabilization and 
taxation are allies in the fight against inflation. It is important that 
we do not do something that will interfere with vou or that vou do 
not do other things which might upset what we do, inasmuch as our 
active results in a fixed legislative proposition which is extremely diffi- 
cult to alter, whereas with you very often, after vou have been con- 
vinced by your advisers changes can be effectuated quite expeditiously. 
It is very important that vou key vour thinking with what we are 
obliged to think, and vice versa. 

The third factor which I understand vou to consider important for 
the attainment of your goal of stopping the upward spiral of prices by 
midsummer is that credit controls must be tightened. Will you please 
elaborate on what you have in mind? What are your views about 
proposals to increase the rate of interest on the public debt? Raise 
the reserve requirements? Tighten installment credit? 

Mr. Jounsron. The whole problem of antiinflationary credit con- 
trols is one that we are investigating and studying. | have no recom- 
mendations to make to you at this time concerning a program for non- 
inflationary credit measures. In due course of time | expect that we 
will come up with such a program, in which case I shall be delighted 
to have the opportunity of communicating it to the members of the 
House Ways and Means Committee. 

Mr. King. | meant to mention earlier, Mr. Johnston, that we cer- 
tainly realize the very short time you have had such an important 
position with the Government, and it would not be fair to prod you 
too vigorously on some of these items. [ want vou to understand 
that. I think every member of the committee is svmpathetie with 
not only the problems that vou have but the short time to date that 
you have had to go over the picture. 

Mr. Jounsron. Thank vou very much, Mr. King. 

Mr. King. Mr. Johnston, vou are a successful businessman and 
former president of the Chamber of Commerce of the United States. 
Do vou believe the schedule of taxes proposed by the President and 
the Secretary of the Treasury will in any way interfere with the 
incentives necessary for the all-out production that this period calls 
for? 

Mr. Jounsron. I do not think they would, Mr. King. There is 
always of course the point where taxes will interfere with incentive 
and we must preserve that incentive for maximum production. 
Whether taxes would interfere with that incentive is a matter of per- 
sonal opinion, but my considered judgment on the matter is that they 
would not interfere with personal incentive. 

Mr. King. Do vou believe the economy can better adjust to an 
additional tax burden of $16,000,000,000 if put into effect gradually 
in two parts rather than if imposed all at one time? 
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Mr. Jounsvon. I am not opposed to the two-part program because 
1 do not think we really know what our military expenses are going 
to be as yet. There has not been a budget prepared on it, and | 
think we will know a little later in the vear more nearly what our 
total requirements are. 

Also, | do not think the Congress as vet has determined what items, 
if any, they can reduce. So I would not be opposed to a two-part 
program. In fact, | think it is logical that we raise as quickly as 
possible an additional $10,000,000,000 and then take a look at the 
matter a little later in the vear when we have more accurate facts 
upon which we can base our judgment. 

Mr. King. As a businessman, you are also interested in Govern- 
ment economy. | am told that Government expenditures have 
increased by $3,000,000,000 since last June because of inflation. Is 
it vital to efforts to cut Government expenditures, that we prevent 
further inflation? 

Mr. Jounsron. There can be no question about that. As a matter 
of fact, the increase on the things which the Government buys has 
practically wiped out the tax inerease which you gentlemen voted 
last fall, and unless there are effective controls on this fever of inflation 
it will defeat the very purposes that we are trying to achieve, namely, 
maximum production. So [| think it is extremely important and 
I cannot emphasize it too strongly, that we should get ourselves as 
quickly as possible on a pay-as-vou-go basis, and do the things that 
are essential to control this inflationary field. Certain it is that the 
things which the Government buys and will continue to buy will be 
paid for in terms of more and more dollars unless we can quickly 
control this upward spiral, and we are going to make every effort, 
Mr. King, to do that. I can assure vou that many of the things 
which we will propose in the weeks to come will be exiremely unpopu- 
lar. know of no other method to do it. 

Mr. King. Even if the President's budget is reduced by as much as 
$5.000,000,000) or S6,000,000,000, will we still need around S$10.- 
000,000,000 to balance the budget? 

Mr. Jounsron. | think there is no question we will need at least 
that much. 

Mr. Kine. Every month that intervenes between today and the 
day this proposed tax bill is signed, the Government and evervone else 
really is being obliged to pay more for the things they need by a con- 
siderable proportion? 

Mr. Jounsron. That is true, Mr. King, and let me call to vour at- 
tention another thing with which [am sure vou are familiar. That 
is, that these inflationary pressures have really not exerted themselves 
as vet in spite of the increase in costs, because vou have hadactually 
a cash surplus in the budget up to this time. It is only going to be 
with the third and fourth quarters that vou begin to show a deficit, 
and with the first and second quarters of the next fiscal vear, so that 
the pressures will be greatly increased as time goes on. ‘That is all the 
more reason for prompt action, in my opinion. 

Mr. Kine. Ifa tax bill were not to become effeetive until the end of 
the vear, by how much would estimated expenditures in the calendar 
vear 1951 have exeeeded estimated receipts? 

Mr. Jounsron. T cannot answer that, Mr. King. I do not know 
the answer. I wish I did but I do not. 
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Mr. King. There is usually a time lag between the enactment of 
higher taxes and their collection. If the administration tax program, 
as outlined by the Secretary of the Treasury, should be enacted in 
May, with excise and individual tax rates to become effective the Ist 
of July, would Federal receipts equal estimated expenditures during 
the last 6 months of the 1951 calendar vear? 

Mr. Jounsron. I do not know that answer, either. I am sorry I 
cannot give vou that answer either. 

Mr. King. Mr. Johnston, if we once fall behind in our effort to main- 
tain a pay-as-you-go policy of fiscal preparedness, do you think we 
shall ever catch up? 

Mr. Jounsron. I would not say we would never catch up. It 
would be more difficult to catch up. There is no question about that. 
It is more than likely that we would not catch up but I cannot say 
that we would never do so. 

Mr. Kine. That is all, Mr. Chairman. 

Thank vou, Mr. Johnston. 

Mr. Jounsron. Thank vou very much, Mr. King. 

The CHarrman. Mr. Reed? 

Mr. Reev. Mr. Johnston, I want to congratulate you. I think 
you have given one of the most remarkable demonstrations that has 
ever been given before this committee. For a busy man like you to 
come here at a time like this on short notice, without any idea what- 
ever of the type of questions that will be asked you, shows that you 
certainly have a marvelous capacity for details. 

Mr. Jounsron. Thank vou very much, Mr. Reed. That is the 
nicest compliment | have ever had. 

Mr. Reep. | would like to ask vou this question: If vou stabilize 
the prices on consumer goods, what is going to be the effect so far as 
imports are concerned? Are vou going to freeze the prices on imports, 
too, that come in competition with our producers here? 

Mr. Jounsron. That is a question which I think Mr. DiSalle ean 
better answer this afternoon. 

1 will say, of course, that there must be some flexibility in prices. 
There must be a flexibility in this whole program of controls. Our 
desire is to get the maximum production. You cannot put the 
economy in a strait-jacket and expect it to run rapidly, so there will 
have to be these adjustments in imports. It may be that we will 
have to come to Government purchase of many imports in order to 
try to hold the prices down. I cannot answer that definitely but on 
the whole question of imports, it is certain that more imports into 
this country will supply more goods and services and will help to 
reduce the great demand for goods and thereby reduce the inflation- 
ary pressures, 

Mr. Reep. You expect our industry certainly to produce 
some goods? 

Mr. Jounsron. Certainly, ves. 

Mr. Reep. If the prices are frozen insofar as they are concerned 
and the imports come in in greater volume, in competition with those, 
I am just wondering what the effect will be on our economy here, on 
the industries themselves. They want to supply goods, they want to 
get revenue. 

Mr. Jounsron. I think, Mr. Reed, you will find there will be ample 
markets domestically for everything which the economy can produce 
in the nature of consumer goods. 
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Mr. Reep. That does not answer my question. What I em 
getting at, and I am concerned naturally about our own industries 
in this country, is that even in wartime we have to keep our industries 
functioning and producing to a certain extent. Now, if prices are 
frozen and prices are not frozen on competing products from abroad, 
I am wondering to what extent that will interfere with the production 
of our industries. 

Mr. Jounsron. Of course, it is perfectly obvious that if we are 
going to get the goods and compete with foreigners for those goods, 
we are going to have to pay the foreign prices for them; but if those 
prices are higher than the prices of domestic goods, it Is perfectly 
obvious that domestic goods will be sold in the domestic market and 
not the foreign goods. 

Mr. Reep. As a general rule, the cost of production of foreign goods 
is less and they have always been able to invade our markets. I 
want to know how you, as the Economic Stabilizer, propose to 
handle it. 

Mr. Jonnsron. I can assure you it will be handled, as far as I am 
concerned, so that there will be no harm to the domestic market in 
the slightest degree. 

Mr. Reep. | certainly hope that is true. 

Mr. Jonunsron. I think I can give you that assurance without 
much difficulty. 

Mr. Reep. I shall be very glad to follow your course and procedures 
to see how that works out. 

I would like to have an answer to this question: To what extent 
do you believe the budget can be cut below that recommended by 
the President without adversely affecting the essential services? 

Mr. Jounsron. | do not know that answer, Mr. Reed. I have not 
studied the budget, so I cannot answer it. 

Mr. Reep. T should think you would really have to study that as 
a proposition relating to taxes. 

Mr. Jounsron. Unquestionably, I am in favor, No. 1, of the maxi- 
mum economy in nonessential Federal expenditures, nonwar, non- 
essential Federal expenditures. 

Mr. Rerep. Well, you would not object if there were certain cuts 
even in the defense expenditures provided they do not adversely affect 
our defense effort? 

Mr. Jounsron. Of course not. We must have the maximum effi- 
ciency in defense expenditures as well as everything else. 

Mr. Reep. Have you paid any attention whatever to Senator Byrd’s 
proposal to cut all the way from $7,000,000,000 to $9,000,000,000 fat 
out of the budget? 

Mr. Jounsron. Yes; I have read Senator Byrd's proposal and Sen- 
ator O’Conor’s proposal, and many other proposals. They vary, of 
course, in detail and as to the amounts that the budget can be reduced. 

I am frank to confess to you that I have been so busy on these 
other problems that I am not in a position to say who is right and 
who is wrong. 

Mr. Reep. Now, I would like to ask you this question: Is it your 
opinion that even if the proposed revenue measure should raise 
$10,000,000,000, there will still be a substantial deficit? 

Mr. Jounston. I cannot answer you that. As I said earlier in my 
prepared statement, I do not know what the total defense expenditures 
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will be. I think a little later in the year we can get a more accurate 
picture of that. Then if our total expenditures and the money appro- 
priated by the Congress exceed the estimated tax revenue, I think 
the additional sum should be raised by taxation. 

Mr. Reep. You spoke about excise taxes and other taxes and in a 
general answer to Mr. King’s question vou said that the taxes ought 
to be fair and equitable. [ guess we all agree with that. Now you 
are engaged in the movie business. How much more tax could the 
admission price stand, would you say, in this crisis? 

Mr. Jounsron. You mean | was engaged in the movie business. 
1 am not prepared to answer that question, either, Mr. Reed. I do 
not want to get into the details of the individual tax programs. I 
think vou know much more about that than | ever will know. You 
have been studying it for a long time and are experts on that and I 
ama rank amateur. 

Mr. Reep. [am not a student of the movie business. 

Mr. Jounsron. | am sure the movie people will come before you 
and discuss the matter if, as, and when that is necessary. 

Mr. Reep. Do vou think they will ask for an increase? 

Mr. Jounsron. | am sure no one will ask for an increase. 

Mr. Reep. | hold in my hand here a document entitled ‘ Report 
of the Republican Conference Committee on National Debt Policy,” 
issued back in 1939. It is rather interesting in the light of the danger 
we are now facing from inflation. I happened to be chairman of the 
Committee and the other members were: Mr. Short, of Missouri; Mr. 
Rees, of Kansas; Mr. Carter, of California; Mr. Engel, of Michigan; 
Mr. Rutherford, of Pennsylvania, now deceased: Mr. Austin, of Con- 
necticut; Mr. Vreeland, of New Jersey; Mr. Marshall, of Ohio; Mr. 


Horton, of Wyoming; and Mr. Hawks of Wisconsin. Also, we thought 
we had the best economists in this country. We spent night after 
night for several weeks trving to study this situation and trying to 
evolve a plan to curb inflation. I do not like to use up the time of the 
committee but Mr. King had quite a little time himself. 

It savs here: 


While the New Deal has been able to finance its spending at low-interest rates 
and without apparent difficulties to date such excessively low interest rates are 
not a sign of financial stability but the sign of economie ill health. 


How do you feel about these low-interest rates? 

Mr. Jounsron. That is an extremely complicated problem which 
we are studying and on which I have no answer at this time. 

Mr. Reep. We said here: 

Furthermore, the New Deal deficits have been covered principally by borrowing 
in the financial markets, by the process of selling bonds and short-term Treasury 
obligations to the banks. The process of financing deficits by the creation of 
new deposit credits is potentially inflationary. 


Do vou agree with that? 

Mr. Jounsron. That is right. 

Mr. Reep (reading from the report): 

The fact that this process has not resulted in actual inflation is no guarantee 
that it will not, or that it can be controlled once it comes. Regardless of this, 
the New Deal has created approximately $9,000,000,000 of credit for the purchase 
of Government obligations and the financing of its deficits. The very fact that 
the banks have absorbed so large a proportion of the increased Publie debt has 
put them on a treadmill, for they must continue buying to support the market, 
and the more they buy the more vulnerable they become. 
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Do vou agree with that? 

Mr. Jounsron. | would agree with that. 

Mr. Reep (reading 

Also of vital importance is the question of financial preparedness, in event of 
emergency. The spending plan assumes that public indebtedness will be reduced 
during the period of prosperity that follows spending, but what happens if 


prosperity does not follow? 


7 , ; bas 
Phen, as we know, we were recommending spending under British 
leadership. 

In that event, or if a sufficient period of prosperity does not ensue during which 
the debt can be appreciably reduced, we will enter the next emergency, perhaps 
war, with the odds heavily against us. 


This report was before the war. The report continued : 


Wars are costly, and should we enter a great war with an impaired credit, there 
would be the threat of inflation to contend with from the verv start. Thus a 
sound fiscal policy is necessary for an adequate national defense. 


Do vou agree with that? 

Mr. Jounsron. One hundred percent. 

Mr. Reep (still reading from the debt report 

Unless spending is reduced our only hope is that national income will increase 
so that taxes will provide sufficient income with which to balance the budget. 
But this in itself is an utterly futile hope because under the New Deal we are 
relving upon spending to produce an increase in national income and spending 
has not worked that way, nor will it; it served only to make matters worse, It is 
for this reason that the monetary powers discissed earlier assume great importance, 
for as, if, and when it becomes impossible to force more 
into the banking svstem, currency inflation will follow. Thus, it becomes evident 
that sound policy involves not only a balanced budget but revocation of the 
monetary powers of the Pre side rit. 


CGaovernment securities 


Do vou agree with that? 

Mr. Jounsron. That is a technical problem that I am personally 
not familiar with. My economist tells me that under certain circum- 
stances it would. [| do not know the answer, frankly. 

Mr. Reep. Thank you very much. 

Now it says in this same report: 

If we are to prevent the disastrous conditions that may develop as a con- 
sequence of spending more than we collect in taxes, it is imperative that Congress 
adopt a well-rounded program of Government action along the lines set forth 
below. A peacemeal program will not solve the problem. To have a maximum 
effeet on the national welfare, all the elements herein suggested must be adopted. 


Above all the budget must be balanced 

(1) To aceomplish this, Congress and the Government must adopt every 
possible means to increase the real national the real income of the 
Nation increases, Government revenue will also increase and at the same time 
the alleged need for Government spending will disappear. The hindrances to 
production resulting from Government regulation, burdensome taxation, and 
fear for the future have all contributed to hindering the inerease in the real income 
of the American people. 


Mr. Jounsron. I think I will agree with that. 
Mr. Rerep. A recent publication of the Brookings Institution has 


mcotle., If 


observed: 


Tosecu4re 


The vital problem is agreat increase in national production and income. 
The central issue, with respect to public finanee, is whether such an expansion of 
production ean best be stimulated by extravagant Federal expenditures, increasing 
deficits, and heavier taxes, or by some modifications of taxes and a reduetion 
of Federal expenditures — within the limits set by essential requirements, 
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Mr. Jounsron. | think that is sound. 
Mr. Reep (reading): 

Unless we can promptly secure a substantial increase in the national income it 
will be necessary to conclude that the United States has already reached the 
danger point in the growth of publie indebtedness. 

That is a quotation from Taxation and Capital Investment, pages 
19 and 21. 

Real recovery in the United States will solve the problem of the publie debt, 
but real recovery in practically every way depends upon sound Government 
policies. 


Mr. Jounsron. There is no question about that. 
Mr. Reep (reading). 


(1) In addition, it is highly desirable that a thoroughgoing and intensive study 
of how the national budget can be balanced should be undertaken immediately. 
The budget cannot be balaneced by a mere pruning of expenditures here and there. 
To accomplish real reductions in Government expenditures it is necessary to 
evaluate the functions now being performed by the Federal Government and to 
determine how those funetions which are desirable can be most advantageously 
performed at the most reasonable cost. Some present functions could probably 
be eliminated, and other funetions could be performed in a much less expensive 
manner. 


Mr. Jounstron. Unquestionably, that is true. 

Mr. Reep. I would like unanimous consent to insert this in the 
record. 

Mr. Foranp. Mr. Reed, would you identify that document for the 
benefit of us on this side? 

Mr. Reep. This is National Debt Policy and put that in Extension 
of Remarks. This was in 1939, May 18,1939. I had some economists 
to assist the debt committee. We met night after night trying to 
prophesy what would happen if we failed to adopt a sound fiseal policy, 
and we have arrived now at that point. 

Mr. Foranp. That was your statement? 

Mr. Reep. That was the report itself inserted in the Congressional 
Record. 

The Cuatrman. Without objection, it may be inserted in the 
record. 

(The report referred to follows:) 


NATIONAL Desr Po uiey 


(Extension of remarks of Hon. Daniel A. Reed of New York, in the House of 
Representatives, Thursday, May 18, 1939) 


REPORT OF THE REPUBLICAN CONFERENCE COMMITTEE ON NATIONAL DEBT POLICY 


Mr. Reep of New York. Mr. Speaker, under leave to extend my remarks in 
the Record I inelude the report of the Republican Conference Committee on 
National Debt Policy, which was unanimously approved by the Republican 
conference of the House of Representatives on Tuesday, May 16, 1930: 

“During the 6 vears of the New Deal the publie debt of the United States has 
more than doubled. The revenue of the Federal Government increased from 
$3,115,554,000 in 1934 to an estimated $5,669,000,000 in 10390. During the same 
period expenditures of the Federal Government increased from $7,105,050,000 in 
1934 to an estimated $8,995,000,000 in 1939. The annual deficits have resulted 
in a total deficit of $20,889,000,000 during the 6 vears and a corresponding increase 
in the publie debt. It is therefore not surprising that the per capita public debt 
of the United States has more than doubled during the course of 8 vears, increasing 
from SI3L in 1931 to $305 in 1939. 

“Despite this tremendous increase in the public debt, each vear a larger and 
darger proportion of the total national income is being devoted to paying the cost 
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of Government. In 1913 only 6.4 percent of the total national income went for 
Federal, State, and local taxes. In 1930, 14.2 percent went for the payment of 
such taxes, and in 1938, 23.6 percent of the total income of the American people 
was turned over to tax collectors. The share of the national income taken by 
the Federal Government has been increasing more rapidly than the share taken 
by the States and their political subdivisions. In 1913 only 1.9 percent of the 
total national income went for Federal taxes. In 1930, 4.8 percent was devoted 
to the payment of Federal taxes, and by 1938 it had increased to 10.9 percent. 
State and local taxes in 1913 took 4.5 percent of the total national income, 9.5 
percent in 1930, and 12.7 percent in 19388. 

“The increase of the Federal public debt from $20,937,000,000 on March 4, 
1933, to approximately $41,000,000,000 as of June 30, 1939, docs not reveal the 
total increase of the Federal debt. A number of Government-owned corporations 
have the capacity to issue bonds that are fully guaranteed by the Federal Govern- 
ment both as to principal and interest. In addition to this increase in the direct 
public debt of the United States, the contingent liabilities of the Federal Govern- 
ment have increased by more than $5,416,000,000. When the New Deal com- 
menced there were no contingent liabilities of the Federal Government in the 
hands of the public. As of February 15, 1939, the total contingent liabilities of 
the Federal Government guaranteed by it both as to principal and interest and 
in the hands of the public were as follows: 

Outstanding Feb. 15, 

1gsg 

Reconstruction Finance Corporation . $819, 100, 000 
Commodity Credit Corporation — - . 206, 200, 000 
Federal Farm Mortgage Corporation 1, 387, SOO, 000 
Federal Housing Administration ; 1, 700, 000 
Home Owners’ Loan Corporation _.. 2, 887, 600, 000 
U.S. Housing Authority Pa 114, 150, 000 


Total. ... : ‘ ‘ _.. 5, 416, 600, 000 


“Thus, by June 30, 1939, the total debt of the United States, including these 
contingent liabilities, will be in exeess of $46,000,000,000, 

“The present debt limit of the United States (not including contingent liabilities) 
was set by Congress in 19355 at $45,000,000,000. Of this amount, not more than 
$30,000,000,000 can be in bonds, and the remainder must be in short-term notes 
and certificates. The bill now before the House of Representatives would permit 
the entire $45,000,000,000 of the direct publie debt of the United States to be 
in the form of long-term bonds. Before this statutory limitation is reached 
another $4,000,000,000 of direct indebtedness can be ineurred after June 30, 1939. 

“It should also be remembered that a number of Government-owned corpora- 
tions can, under existing authorization from Congress, issue additional bonds 
that will be fully guaranteed both as to principal and interest by the Federal 
Government, and that these bonds are not ineluded in the above debt limitation. 
Inasmuch as a number of these Government corporations are not subject to 
audit by the General Accounting Office in the case of their nonadministrative 


expenditures, it is always possible that some of the money raised through the 
issuance of bonds by them could be used for purposes not contemplated by 
Congress. These corporations have the power, as vet unexercised, to issue more 
than $9,483,000,000 of such guaranteed obligations. Such authorizations and 


the unused balances are as follows 


Authorizea but 
unissued 


teconstruction Finance Cort LD $2, 090, 400, 000 
Commodities Credit Corpor ’ ‘ 

Federal Farm Mortgage Corporat (Ww). OM 619, 200, 000 
Federal Housing Administratior ; ooo 2 GOS 300, 000 
Home Owners’ Loan Corporatiot i | ine 1, 882, 400, 000 
S. Housing Authority Le ASS. 890 000 


rennessee Valley Authority 


AN) m4, SO, OUD 


inn 100, O00, G00 


Total 14.‘ wy) 9, 483, 400, 000 
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“Furthermore, in 1984 Congress set up an exchange stabilization fund of 
$2,000,000,000, and the money in this fund can be expended by the President 
as he sees fit without audit by the General Accounting Office. The President 
could utilize the money in this fund to meet the current expenses of the Federal 
Government if Congress should not authorize an increase in the debt limit. 

“In addition, and with even more dangerous potentialities, the President has 
been vested by Congress with authority to resort to various inflationary devices 
whereby he can issue fiat money that can be used to meet the day-to-day expendi- 
tures of the Government if Congress should not authorize any additional inerease 
in the debt. Under the Thomas amendment to the Agricultural Adjustment 
Act of May 12, 1983, the President can issue at any time $3,000,000,000 of United 
States notes secured only by the promise of the Federal Government to pay. It 
also authorized the Federal Reserve banks, at the request of the President, to 
purchase up to $3,000,000,000 of ‘Treasury bills. Thus, in reality, the President 
can issue $6,000,000,000 of printing-press money that could be used by the Govern- 
ment to meet its day-to-day obligations if Congress should not increase the debt 
limit. If the Government should resort to the issuance of such paper money, 
widespread and devastating inflation would be the consequence. 

“Congress has vested in the President certain monetary powers relative to gold 
and silver which can be exercised in such a way as to result in a profit to the 
Government out of which the day-to-day deficits of the Government could be met. 
For example, if the President should exercise bis power to devalue the dollar to 
50 percent of its previous value or by the full amount authorized by statute, 
the profit on the increased gold stoeks would be $2,762,000,000 in addition to the 
profit already realized in 1934. 

“Relative to silver the President is given the power to monetize our present 
silver stocks at $1.29 an ounce. If this should be done on our present holdings 
of over 2,500,000,000 ounces, the profits over the purchase price would be $1,612,- 
000,000. Of course the President can also devalue the silver dollar to the same 
extent that he devalues the gold dollar. If he should devalue silver to 59 percent 
and then monetize it, a profit of $2,394,000,000 would result. The Silver Pur- 
chase Act of June 19, 1934, direets the President to purchase silver, both domestic 
and foreign, until the silver stocks shall equal one-fourth of the total monetary 
value of both the silverand gold stock of the country. If we should ever completely 
comply with this law, our total silver stock would amount to 3,750,000,000 
ounces. Then, if the silver dollar were devalued to 50 percent of its present value 
and the entire silver stoek thus aequired were monetized at $2.58 an ounce, 
this would result in an issuance of 89,600,000,000 of silver certifieates which would 
be a clear profit to the Treasury at the ultimate expense of the people. Thus it 
appears that out of silver the Governmeat can make a profit varving from 
SL.612.000 000) to SO.600 000 000, depending upon the circumstances and the 
extent of devaluation, and there is no question that the inflationary effects of this 
would be ruinous. 

‘In summary, through direet inflationary means, the President has the following 
potential sources of funds which could be used to meot current expenditures of 
the Government l 83,000, 000 000 of greenbacks: 2 S35, 000,000 000 0 of 
Treasury bills secured only by Government bonds; (5) a profit of 82,762,000 000 
that could result from the further devaluation of the gold dollar; and (4) a profit of 
not less than $1,612,000,000 that could result from the monetization of the present 
silver stocks of the Government without devaluation. 


II 


“The publie-debt problem outlined above has resulted from varied New Deal 
attempts to promote a quick reeovery by spending billions of borrowed money. 
In fact “spending,” whether it is known as “priming the pump,” “compensators 
spending,” or “investment for the future,” has been the center of New Deal 
thought and action ever sinee June 16, 1953. On that date the President approved 
the National Industrial Reeovery Act, title IL of which provided for the appro- 
priation of 83,500,000,000 for a punip-priming program, 

“While this was the beginning of the world’s greatest spending spree, the 
date has additional significance. It was also the date on which President Roosevelt 
repudiated his party's campaign pledge ‘to accomplish a saving of not less than 
25 percent in the cost of Federal Government’ and the date on which he washed 
his hands of his own solemn ‘pledge and promise’ to stop the deficits and to 
force ‘astern and unremitting administration poliey of living within our income.’ 

“Why he changed his views no one knows, but this much is certain: When 
President Roosevelt believed in a balanced budget he had faith in the future of 
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American enterprise, but when he became a spender, he accepted the collectivist 
attitude that our economic system could no longer expand along former lines, and 
that unemployment and relief were permanent problems. To this he added the 
belief that future progress would come only through governmental action. 

“We have now had 6 years’ experience with the New Deal pump-priming or 
spending theory. We believe that this is sufficient time to test any theory, 
especially a theory the validity of which has always been questioned, and which, 
if invalid, can result in economic disaster. As a result of a careful and thorough 
study of all factors we reach the conclusion that a spending program, as such, 
has no place in a well-grounded and general recovery plan. Our condemnation 
is complete and emphatic. 

“The best proof that spending has failed to promote recovery is the fact that 
eleven to twelve million unemployed American workers are looking for jobs 
In the face of this alone it is folly to contend that spending has worked, for in 
the words of the President, ‘to put people back to work’ was the one purpose of 
the first spending bill as well as every bill that has since been passed. 

“It is equally evident that the stimulation of consumption goods spending 
has not led to a revival of capital-goods spending. While there is no doubt 
that some stimulation of capital expenditures may be accomplished in this way, 
whatever amount has occurred has not been sufficient to promote a sustained re- 
covery. Statistics contained in a study published recently by the National 
SJureau of Economic Research indicate that while total expenditures for durable 
goods and for private construction dropped from about S$14,500,000,000 in 1929 to 
$3,300,000,000 in 1933, that they increased to only S6,000,000,000 by 1935, 
after 2 vears of heavy spending. The figures in this study only go through 1935, 
but if one allows for a further increase of capital-goods spending from 1936 to 
1938, it is clear that the total still remains far short of the amount spent before 
the depression, 

“In this connection it must be remembered that consumer spending has not 
always provided the original impetus for great periods of industrial expansion. 
For example, the railroads, automobiles, the telegraph and telephone, motion 
pictures, and radio, among countless other new products and facilities, were not 
the result of current spending. They happened because, as one economist hes 
stated, ‘bold and enterprising men have had faith that future spending could 
be stimulated and that profits could be derived from such expansion.” 

“The New Deal administration claims that the depression beginning in 1937 
resulted from a curtailment in public spending, and that the soundness of the 
spending theory was thus proven. 

‘The contrary is the fact. There is no better proof than the depression which 
began in 1937 that the spending theory is unsound because after 3!» vears of 
spending the only result was a lopsided recovery. It was dependent on consump- 
tion-goods buying and lacked the support of capital-goods buying, without which 
a full and sustained recovery cannot be achieved 

“Our examination reveals weaknesses in the theory itself as well as practical! 
reasons explaining the failure of spending to produce the desired results An 
analvsis of the 6 vears’ experience reveals one bold, stark fact—that it is impossible 
to put men to work on Public Works jobs with sufficient speed to maximize the 
effectiveness of a given amount of expenditure. Another administrative difficult, 
involves the determination of when to spend . Since the spending theory assumes 
that public spending will be increased when private spending falls off, it is necessary 
to know accurately whether any given decline in private spending is temporary or 
whether the decline is to be prolonged and pronounced. [t is questionable whether 
the art of economic forecasting has reached this highly developed stage. Further- 
more, just as the spending theory involves the determination of when to spend, 
equally important is the determination of when to stop. Public spending, accord- 
ing to the theory, should be reduced when private spending is resumed. Work on 
large construction projects, however, cannot be stopped at will. 

“In addition to the above there are economic reasons whv the theorv failed. 
Toa great extent these are psychological, but real, nonetheless. When the Federal 
Government set out to spend it fostered the rise of pressure groups, which in time 
have become imbued with the singte objective of obtaining more and more aid. 
The claims of one group, if satisfied, are incitements for the claims of other groups. 

“As a result Federal expenditures have increased vear after vear: and, since tax 
revenues failed to make up for the ever-increasing expenditures the budget has 
remained continually out of balance. Continuing deficits have made business- 
men and others, especially those with funds to invest, distrustful of the future 
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As private spenders became fearful of the future they refused to invest, and the 
effectiveness of additional publie spending was thereby reduced. 

“There were other so-called depressants to a resumption in public or business 
spending. As spending and the deficits increased, the attempt was made to 
lessen the size of the deficits by increasing revenues from taxation. As business- 
men and others felt the increased burden of those taxes, their attention was fixed 
not only upon the present burden but also upon the ultimate burden of taxation 
as well. No one can view this situation with anything short of alarm, for business 
stagnates in an atmosphere of uncertainty and governmental competition and 
oppression. 

“Equally important but more difficult to overlook is the fact that other New 
Deal activities reduced any positive results that might have flowed from spending 
assuch. While the plan assumed that capital expansion would follow, other New 
Deal policies and acts have prevented this from occurring. For example, the 
New Deal enacted many tax measures which took money out of the worker’s 
pocket and thus decreased his power to buy, even though the objective in the first 
instance was to increase consumer purchasing power. For these and other 
reasons we find it difficult to appraise the spending program apart from New Deal 
policy asa whole. We stress this fact in our report to you. 


“So far we have discussed the program only from the standpoint of how it worked 
and why, and have left until last our discussion of the long-term effects that will 
inevitably follow if we continue to spend more than we collect in taxes. We 
approach this particular phase with a deep sense of its seriousness, for we believe 
that the future of the Nation depends upon a clear understanding of these vital 
facts by every man and woman in this country. 

“We refer here to the threat of inflation. The administration earnestly professes 
to promote the welfare of all, but at the same time adopts a program which has 
always, without fail, led to enslavement and to moral and financial bankruptcy. 
Our study convinces us that there is no essential difference in our current financial 
situation and that which finally led to run-away inflation in postwar Europe. 
Inflation in every instance that we have examined has been the result of a governs 
ment spending more than it collected in taxes, and this is true whether the inflation 
was generated by a currency or credit expansion. 

“Inherent in the very nature of inflation is its irresistible tendency to burst the 
bounds of all control through publie panic. 

“We are further convinced that there are no greater hardships to be suffered by 
a people than those induced by such inflation. If we continue following the line 
of least resistance, we shall reach the limit of our credit. When this happens, all 
will fall before us. Savings, big and little, will lose most of their value. Insur- 
ance companies and banks will go to the wall. The endowments of our charitable, 
fraternal, social, religious, and educational institutions, endowments which have 
taken vears to creat >. will be reduced to a mere pittance. The increase in the 
cost of living will put even the essentials of life--adequate food, clothing, and 
shelter beyond the reach of a majority of the population. Even those vet 
unborn will pay the price for our folly. 

“No person or group of persons will escape. Wage earners will see the purchasing 
power of their pay envelopes shrink as inflation brings a ruinous rise in prices. 
Asa result, the worker’s standard of living will be reduced to the barest subsistence 
level. Salary workers will be hit even more quickly, for salaries are relatively 
fixed and adjustments are not made as rapidly. Those who live on pensions, 
annuities, or interest from lifetime savings will meet a like fate. Farmers will 
suffer even more than other groups, for though they might seem to gain tem- 
porarily while prices are moving up, this in the end will be an illusive gain. Recall 
that the soucce of present farm problems lies in war inflation. Should we embark 
upon a similar inflation, the farmer can look forward to only more of the same 
troubles he has been fighting for 20 vears. 

“Furthermore it is doubtful if our system of free government and free private 
enterprise could withstand this shock. In this respect we call vour attention to 
the fact that dictators now rule the peoples in} Europe where government spending 
and inflation first ran their course. As President Roosevelt recognized in his 
economy message to Congress in March 1933, ‘Too often in recent history liberal 
governments have been wrecked on the rocks of loose fiscal policy.’ The pro- 
found truth is that a government cannot endure if through unsound financial 
policies and Jegislation it brings the nation to economic ruin. Such a condition 
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produces all too often a man or group of men to whom the people in their despair 
may be persuaded to turn on the promise that economic security will be provided 
in exchange for their liberties. 

“Our present financial situation is serious. No one knows what the limit of 
Government credit is or when this limit will be reached. There is no exact figure 
for the limit depends upon circumstances and varies with conditions. Ultimately 
Government credit rests solely on the confidence of lenders in the taxing power 
and policies of the Government. There is no way to measure public confidence. 

“While the New Deal has been able to finance its spending at low-interest rates 
and without apparent difficulties to date such excessively low-interest rates are 
not a sign of financial stabilitv but the sign of economic ill health. 

“Furthermore, the New Deal deficits have been covered principally by borrow- 
ing in the financial markets, by the process of selling bonds and short-term 
Treasury obligations to the banks. The process of financing deficits by the crea- 
tion of new deposit credits is potentially inflationary. The fact that this process 
has not resulted in actual inflation is no guarantee that it will not, or that it can 
be controlled once it comes. Regardless of this, the New Deal has created approx- 
imately $9,000,000,000 of credit for the purchase of Government obligations and 
the financing of its deficits. The very fact that the banks have absorbed so large a 
proportion of the increased public debt has put them on a treadmill, for they 
must continue buying to support the market, and the more they buy the more 
vulnerable they become. 

“Also of vital importance is the question of financial preparedness, in event of 
emergency. The spending plan assumes that public indebtedness will be reduced 
during the period of prosperity that follows spending, but what happens if prcs- 
perity does not follow? In that event, or if a sufficient period of prosperity 
does not ensue during which the debt can be appreciably reduced, we will enter 
the next emergency, perhaps war, with the odds heavily against us. Wars are 
costly, and should we enter a great war with an impaired credit, there would be 
the threat of inflation to contend with from the very start. Thus a sound fiscal 
policy is necessary for an adequate national defense. 

“Unless spending is reduced our only hope is that national income will increase 
so that taxes will provide sufficient income with which to balance the budget. 
But this in itself is an utterly futile hope because under the New Deal we are 
relying upon spending to produce an increase in national income and spending 
has not worked that wav, nor will it; it served only to make matters worse. It is 
for this reason that the monetary powers discussed earlier assume great impor- 
tance, for as, if, and when it becomes impossible to force more Government 
securities into the banking svstem, currency inflation will follow. Thus, it 
becomes evident that sound policy involves not only a balanced budget but 
revocation of the monetary power of the President. 


IV 

“If we are to prevent the disastrous conditions that may develop as a con- 
sequence of spending more than we collect in taxes, it is imperative that Congress 
adopt a well-rounded program of Government action alo z the lines set forth 
below. A piecemeal program will not solve the problem. To have a maximum 
effect on the national welfare, all the elements herein suggested must be adopted. 
Above all the budget must be balanced. 

“(1) To accomplish this, Congress and the Government must adopt every 
possible means to increase the real national income. If the real income of the 
Nation increases, Government revenue will also increase and at the same time the 
the alleged need for Government spending will disappear. The hindrances to pro- 
duction resulting from Government regulation, burdensome taxation and fear 
for the future have all contributed to hindering the increase in the real income of 
the American people. 

“A recent publication of the Brookings Institution has observed: 


“The vital problem is to secure a great increase in national ;roduction and 
income. The central issue, with respect to public finance, is whether such an 
expansion of production can best be stimulated by extravagant Federal expendi- 
tures. increasing deficits, and heavier taxes, or by some modifications of taxes 
and a reduction of Federal expenditures—within the limits set by essential! 


requirements, * ae ‘ : 
“ “Unless we ean promptly secure a substantial increase in the national income 
it will be necessary to conclude that the United States has already reached the 
danger point in the growth of public indebtedness. Taxation and Capita! 


Investment, pp. 19 and 21 
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“Real recovery in the United States will solve the problem of the public debt, 
but real recovery in practically every way depends upon sound Government 
policies, 

“(2) In addition, it is highly desirable that a thoroughgoing and intensive 
study of how the national budget can be balanced should be undertaken immedi- 
ately. The budget cannot be balanced by a mere pruning of expenditures here 
and there. To accomplish real reductions in Government expenditures it is 
necessary to evaluate the functions now being performed by the Federal Govern- 
ment and to determine how those functions which are desirable can be most 
advantageously performed at the most reasonable cost. Some present functions 
could probably be eliminated, and other functions could be performed in a much 
less expensive manner, 

(3) As previously pointed out, the President has been vested by Congress 
with the power through various inflationary devices to secure added funds to 
meet with the ordinary expenditures of the Government without incurring addi- 
tional debt. The resuits of the use of such inflationary devices would be dis- 
astrous to the national well-being. 

“Lump-sum debt-limit increases are as vicious in principle as lump-sum appro- 
priations and blank checks. 

“Lump-sum debt increases offer the temptation to a gigantic political bureauc- 
racy to spend up to the limit and ask for more. 

“Submitted unanimously by the Republican Conference Committee on National 
Debt Policy. 

“Daniel A. Reed, New York, Chairman; Dewey Short, Missouri; 
kdward H. Rees, Kansas; Albert FE. Carter, California; Albert 
J. Engel, Michigan; Albert G. Rutherford, Pennsylvania; Albert 
ke. Austin, Connecticut; Albert L. Vreeland, New Jersey; L. L. 
Marshall, Ohio; Frank O. Horton, Wyoming; Charles Hawks, Jr., 
Wisconsin,” 

The Coatrreman. Mr. Johnston, we are very much interested in 
your statement and compliment you for the information vou have 
given the committee. A few questions naturally arise in my mind, 
and on them I would like to have your opinion. 

I think we all realize that we are approaching this problem of tax- 
ation from two standpoints: One to prevent inflation, and the other 
to raise additional revenue to balance the budget. 

You mentioned at the outset that vou believed this committee 
should deal with this matter with the greatest possible speed. Then 
further down in vour testimony you said that taxes should be equitable 
and fair. Now, if we are to determine what increases in taxes are 
necessary, What taxes will be equitable and fair, it will be difficult to 
obtain that information and act with the greatest possible speed. 

Mr. Jounsron. I do not think the two are incompatible, Mr. 
Chairman. [| think with the information which vou gentlemen have 
from years of experience in the tax field and from the advice of 
counsel which vou have available to vou, unquestionably a program 
can be worked out by vou gentlemen which is reasonably equitable 
and fair. IL do not think there was ever a perfect, equitable, and 
fair tax program but one which is reasonably equitable and fair, and 
it can be done with rapidity. 

The CratrmMan. You realize that, in the public mind at least, taxes 
are high and we have recently increased revenues by an estimated 
$8 000,000,000. Now, this committee ts going to be met with re- 
sistance, and most obstinate resistance, when we come to increase 
any present tax or imposing any new tax. 

There are those who have a pretty strong belief that there is a 
certain source of revenue we have not reached by taxation. 1 notice 
in your answers to a good many questions that vou have said that vou 
have not studied the matter sufficiently to express an opinion relative 
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to the question that was directed to vou. Now taxes are already 
high. Of course, we realize the importance of securing additional 
revenue as early as possible. But do vou think this committee can 
justify bringing out a bill increasing taxes to the extent recommended 
without giving those who are te pay additional taxes or new taxes a 
reasonable hearing? And if so, then does that not conflict with your 
request for the greatest possible speed? 

If a patient goes to a hospital for an operation and treatment, the 
hospital does not proceed with the greatest possible speed; they take 
the first step to ascertain by a thorough and complete examination 
what is the cause of the trouble. 

Now, in dealing with this question, how far do you think we should 
go in giving a hearing to those who are to pay increased taxes or 
additional taxes? And also those who believe we are spending too 
much money and should curtail expenditures before we increase their 
taxes? And to those who believe that all sources of revenue have not 
been reached? Tow can we deal with those questions fully and fairly 
and also procure the information we need to proceed intelligently and 
equitably in this most difficult and perplexing problem? 

Mr. Jonnsron. Mr. Chairman and gentlemen, | think vou have a 
very tough problem. I said that in the beginning. It is not an easy 
task. The tasks that face all of us are not easy tasks. We are faced 
with the choice of unpleasant alternatives. L would accept the less 
unpleasant of the alternatives which is to increase taxes promptly. 

I know from my previous experience with this committee that vou 
ean act, and have acted, with great speed, and given fair hearings to 
those who should be heard. That is what I think vou should do. I 
am not suggesting that vou not give hearings to people who should 
be heard. 

The CHarrman. | beg your pardon? 

Mr. Jounsron. Lam not suggesting that vou not give hearings to 
people who should be heard, Mr. Chairman, but I know from previous 
experience with this committee that vou have acted with great alacrity, 
with great speed in the past. | know with vour knowledge, with vour 
ability to arrive at the meat of the problem quickly and to cut off 
surplus discussion by people who come before vou, because | have seen 
vou do it, | know that you will be able to arrive at a conclusion on 
taxes and still be fair and give hearings and do it with a good deal 
of speed, 

The Cuatreman. Ido not remember when we have been able to deal 
with a tax problem of such magnitude as this with the speed you have 
indicated. 

Mr. Jounsron. The problem was not as large, Mr. Chairman, but 
T thought vou dealt rather speedily with the question of repeal of 
certain exeise taxes. 

The CuarrMan. That is always easy. If that were the question, 
we could proceed with the greatest possible speed, but we are traveling 
in the opposite direction. What works one way does not work the 
other way at all. 

Mr. Jounsron. I thought, Mr. Chairman, you used admirable 
speed and skill in the last tax bill which vou enacted last fall. 1 
thought vou acted with a good deal of speed. 

The Cuatrman. In approaching this tax question we are respon- 
sible to the country for the action we take. As L understand, vou are 
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not vet certain, the national defense program has not gone far enough 
for it to be certain, whether or not we will be able to balance the budget 
with $10,000,000,000 or whether we will need $16,000,000,000, 

Mr. JOHNSTON, That is correct, Mr. Chairman. 

The Cuatrman. Now if we vote to raise just $10,000,000,000, and 
not 516,000,000,000, why we might increase certain taxes or impose 
certain taxes, but if we are gotng to raise $16,000,000,000 those same 
taxes might be ‘voted more or less than under a $10,000,000,000 
tax program. 

Mr. Jounsron. That is right. 

The CuatrmMan. If we could have some assurance that a certain 
amount of money were to be saved by cutting the appropriations, we 
would not need to inerease so much; otherwise we shall have to in- 
crease more. If we had assurance that certain loopholes could be 
closed, certain leaks could be stopped, then we could increase our 
taxes a certain way in a certain amount and from certain sources. 
But until we find out what is going to be done, we have to reserve our 
opinion. All those things have to be considered by our committee if 
we are to bring out a tax bill that is anything like equitable and fair. 

I doubt if there is a difference of opinion among the members of the 
committee as to the need for additional revenue. There may be a 
great difference of opinion on how we should raise the revenue. 

L think we all recognize the difficulty of our problem of bringing 
out a bill that the majority of this committee feel they could support, 
and it cannot be done too hurriedly. If we are going to perform an 
operation on the taxpayers, we want to give them an opportunity to 
know something about it. I am just afraid that we cannot proceed 
with the degree of haste that we might desire if we are to do it in- 
telligently. I understand that nearly 100 people have applied to be 
heard on one subject. Different groups request to be heard and we 
cannot tell how long they will be on the witness stand if a member of 
this committee wants to ask questions in order to get information on 
which he can act intelligently and conscientiously. Consequently, 
we cannot tell how long it is going to take us all to do that. 

Mr. Jounsron. Mr. Chairman, | have never seen anyone more 
adept at being able to cut off a witness than you have been. I think 
you can shorten them with a good deal of speed. 

Now, I am not suggesting to you, Mr. Chairman, that you do the 
impossible. When I say, “as soon as possible,’ [ recognize the difli- 
culties that you face. I think you should do it as soon as is practi- 
cable and as soon as possible within the framework of the very diffi- 
cult problems that you have. 

Certainly it seems to me vou know more about this than I do. It 
seems to me that it is easier to raise $10,000,000,000 and you could 
do it more speedily than $16,000,000,000. That is one of the reasons 
why | think the $10,000,000,000 should be raised as soon as possible. 

The CuarrMan. In raising the $10,000,000,000, would we raise that 
in the same way, from the same source, and in the same amounts 
from each source as we would if we were going to raise $16,000,000,000? 

Mr. Jounston. No, Mr. Chairman, you would not. 

The CuatrMan. That is the trouble we are going to be confronted 
with, Mr. Johnston. 

Mr. Jounsron. If a larger sum is necessary—and I do not know 
that it will be-—-you can have more time to go into the whole program 
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than you could for the smaller sum. Those are matters, Mr. Chair- 
man, Which frankly I do not think I should intrude my ideas on. 
You gentlemen know more about them than I do. I want to be 
helpful in any way 1 can. I want to pose the problems to you. I 
want to pose some of the problems I have. The job of Economic 
Stabilizer, as you know, is not an easy one. 

I am constantly reminded of an experience I used to have as a 
young man out in Spokane, Wash. We used to go out on some farms 
in the summertime and near the Spokane Indian Reservation there 
were these wild cayuses we used to try to ride as boys. Of course, 
the winner was the one who staved on the wild cayuse the longest. 
Now | am on a wild cayuse on this question of stabilization. 1 will 
stay as long as I can. | do not know when I will be thrown. Certain 
it is we must work with as much speed as practicable to achieve 
stability. 

The CHAIRMAN. Speaking personally, as chairman of this commit- 
tee, | believe that the members of this committee cannot charge me 
with unnecessarily delay ing the work of the committee anv more than 
was necessary to secure the information with which we could act 
intelligently. I do not believe | can ever be charged with delaying 
or prolonging longer than was essential to get the information. 

Mr. Jounston. You have the reputation of acting with a good deal 
of speed. 

The Cuarrman. Mr. Jenkins? 

Mr. Jenkins. Mr. Johnston, I have just a question or two. I 
wonder how much there is in these complaints that I get, and that 
everybody else gets, | presume, to this point: that the administration 
has waited until prices reached their highest point in the history of 
this country before attempting to control the prices. How should I 
answer these complaints? 

Mr. Jounstron. Well, to be frank with you, I think much too 
long a period was waited before imposing wage and price controls. 
1 think it would have been much easier had it been done long before, 
but the suggestion that the highest prices have been reached is certainly 
not correct. Prices were rising ever since Korea. ‘They rose steeper 
in December than they did in November and they rose steeper in 
January than they did in December, and they were going up at an 
accelerated rate. Momentum was increasing, and without the 
imposition of wage and price controls they would have been infinitely 
higher than they will be with wage and price controls. 

I said in my prepared statement that we will not stop this momen- 
tum of increase. You cannot stop this fast-moving momentum of 
inflation without wrecking the entire economy any more than you 
can stop a fast automobile against a stone wall without breaking it, 
but vou can slow it down and without the imposition of these controls 
we would have had a much higher price level a few months from now 
than we will. 

Mr. Jenkins. There is no question about that; but do you not 
think these controls could have been put on much sooner than they 
were? 

Mr. Jounsron. They certainly should have, in my opinion. I 
was not here at the time. This is not blaming anyone. Maybe their 
judgment at the moment was as good as mine. 
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Mr. Jenkins. Of course, we can argue about inflation, all these 
different theoretical ways of preventing inflation. The real fact is 
that after Korea we got into a war hysteria and naturally prices rose, 
which they have always done and probably will do. 

Now let me ask vou another question and also make this observation. 
I notice vou advocate pay-as-vou-go, and pay-as-vou-go through 
taxes. Now, the President has given talks about pay-as-vou-go. 
| wonder why somebody did not put that into effect in the last few 
vears when they had power to do that. Why did they not pay as 
they went then? 

Mr. Jounxsron. I was one of those who thought we should “ pay-as- 
you-go”’ during the last war. Lean remember a Presidential candidate 
by the name of Willkie who thought se, too. T think we would have 
been better off had we * paid-as-vou-go.”” We must not discard the 
lessons we learned in the last war. Unless we pay for things as 
we go along the inflationary pressures will be too great to hold. 

Mr. Jenkins. The administration talks about paving as vou go 
at the most difficult time in the history of the country when vou 
cannot pay-as-vou-go. Right now we are facing enormous expenses, 
the most enormous expenses we have ever faced, and everybody in 
power says, * Pay-as-vou-go.”’ 

A lot of the people back home are going to wonder how they are 
going to be able to pay, because they have just about reached the 
point where they cannot pay any more. Then what will we do? 

Mr. Jounsron. As I said, we are faced with unpleasant alternatives, 
and we cither have to pay-as-you-go or we have to have the filching 
fingers of inflation dip into everybody's pocketbook. 1 think that in 
the latter course lies ruin. The Communists, I think, could ask for 
nothing better than that type of insolvency. It is not pleasant. If 
we believe we must rearm, and | am one of those who do, and if we 
believe that the best defense of peace is adequate preparedness, and 
1am one of those who believes in that, then we have the alternative 
of either paving as we go or allowing inflation to rear its head, and I 
personally think we ought to pay as we go. I think the American 
people do understand it fairly well and I think we must explain it to 
them even better. 

Mr. Jenkins. You made a statement that nearly shocked me. You 
mav be right about it, too. You said something to the effect that we 
have to tax ourselves to self-denial. Now, that isa pretty sad situation 
when vou are going to put on the people such a burden of taxes as to 
just bring home to them the idea that they will have to deny them- 
selves things that they need in order to pay taxes. Do you not think 
the more sane way would be to have a national program of economy 
in the Government? 

Mr. Jounsron. [am all for that. I am all for a national program 
of economy in Federal, State, and local governments. 

Mr. Jenkins. Let me take the words out of vour mouth. Every- 
body savs that but somehow nobody does anything about it, 
Evervbody says “tax nonessentials’” and we waste more every day 
than we ever did before. Now vou come along, and | do not blame 
vou because it is a fact, and say we are going to tax people in self- 
denial. That is a terrible position. 

Mr. Jounsron. I would be less than fair with vou if 1 told vou the 
problem is easy. It is very difficult, as I explained to you, it is a very 
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difficult thing for you, but the lesser of the two evils is taxation, in 
my opinion. I think I would be less than fair if I said we could have 
our cake and eat it, too. We either have to preserve our way of life 
or we will not preserve it. I am for preserving it even though it means 
some denial. 

Mr. Jenkins. | think if the administration would attempt to econ- 
omize, they could accomplish economy of more than $10,000,000,000, 
which they have never done. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Cooper? 

Mr. Coorer. Mr. Johnston, do you know any way that a dollar 
ean get into the Federal Treasury or get out of it without an act of 
Congress? 

Mr. Jounsron. | know of no way. 

Mr. Coorrr. These expenditures to which reference has been made 
represent funds appropriated by the Congress? 

Mr. Jounsron. That is correct, sir. 

Mr. Coorrr. As one who has been watching the situation here for 
a while, | am a little bit at a loss to see how fair it is to be always 
charging somebody else with not economizing when, after all, it is the 
responsibility of the Congress to do it. Is that not true? 

Mr. Jounsron. That is correct. 

Mr. Coorer. As we watch appropriation bills going to the House, 
the common experience is to see amendments offered increasing the 
budget items recommended by the President rather than to reduce 
them. So that after all the responsibility rests with the Congress. 

With respect to pay-as-you-go, the fact that we did not pay as we 
went during the last war was because Congress appropriated more 
money than it levied taxes to pay. 

Mr. Jounsron. That is right, sir. 

Mr. Coorrr. That is the situation we have now. 

Mr. Jounsron. That is completely sound. 

Mr. Jenkins. May | make a comment? 

In that connection | want to make this statement in the light of 
What Mr. Cooper said. During the last 20 vears, as vou know, the 
Republicans were in control only in the Eightieth Congress and that 
is the only time we have ever balanced the budget and ever practiced 
economy. 

The Cuarrman. Mr. Simpson? 

Mr. Simpson. Mr. Johnston, what degree of inflation have we had 
since Korea? 

Mr. Jounsron. The latest figure up to January 15 will be out 
shortly, the BLS index, but it will be, in my opinion, some place 
between 6 and 7 percent increase in the cost of living that has taken 
place since Korea. That is a high percentage. 

Mr. Simpson. That is in comparison with what? 

Mr. Jounsron. With the price on June 24. 

Mr. Simpson. What degree of inflation did we have before that 
from 1939 until Korea? 

Mr. Jounsron. From January 1939 until the peak, which was 
1948, if vou take 100 in 1939 it was about 120 by 1943. It was still 
fairly stable there for a while until 1946 when it was about 125 
Then by 1948 it was about 175. Then it gradually declined until 
Korea when it has increased. 
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Mr. Stimpson. How much had it declined? 

Mr. Jounsron. It went down to about 167 from 175. 

Mr. Simpson. Then our current inflation largely has resulted since 
a time prior to Korea? 

Mr. Jounsron. The great increase was, of course, from 1946 to 
1948. That was the very steep increase. ‘Those were the inflationary 
pressures which were built up during the war. Controls, subsidies, and 
other things, other forms of control, held them reasonably steady. 
Of course, when the controls were removed the inflationary pressures 
exerted themselves with great rapidity. That is what we want to 
try to avoid this next time, if possible. 

Mr. Simpson. If I understood when you were reading your state- 
ment, you referred to an increase in the national income of about 
$20,000,000 ,000. 

Mr. Jounsron. $20,000,000,000 in the last 6 months of 1950 and 
we anticipate it will be another $50,000,000,000 in the calendar year 
1951, 

Mr. Simpson. To bring it to a total of how much? 

Mr. Jounsron. National income? 

Mr. Simpson. Yes. 

Mr. Jounsron. Those figures apply to personal income. I cannot 
give you the exact figure. 

Mr. Simpson. You are talking about $20,000,000,000 income in- 
crease and then $30,000,000,000 more. Increase in what? 

Mr. Jounsron. In personal income. 

Mr. Simpson. Is that to which the personal income tax alone 
applies? 

Mr. Jounsron. Yes. 

Mr. Simpson. Do you not want that to go any higher? 

Mr. Jounxsron. Lam sorry; I did not get the question. 

Mr. Simpson. Your personal income taxes are levied against that 
amount which has been increased by $20,000,000,000 and will be in- 
creased by $30,000,000,000 more. The higher the personal income is 
the more income tax collections will be on the present rate of taxes. 
Do you not want that over-all figure to increase? 

Mr. Jounsron. The taxes will be higher but the available purchasing 
power will be higher by much more than the taxes, and it is that pur- 
chasing power, that increase in purchasing power, applied to the same 
level, goods and services, which creates the inflationary pressure. 

Mr. Simpson. | understand that, but what I am trving to get an 
answer to is this: Is it the purpose of all these controls that we are 
imposing to stop an increase in personal income? 

Mr. Jounsron. Let me answer that by saying, of course it is not. 
You have to have incentives to get production in our type of economy 
and those incentives vou must keep. The incentives will be in the 
form of longer hours and overtime for overtime work, and so forth. 

Although there will be an increase and probably a desirable increase 
in purchasing power under our economy, certain it is that we must 
attempt to control it through taxes. 

Mr. Stimpson. Now we are talking about a two-package bill or a 
one package bill for this current $10,000,000,000. The President 
tells us he needs $16,500,000,000 and some question whether he may 
need 16%) billion dollars or maybe $10,000,000,000 to balance the 
budget. Generally it is agreed it should be done quickly. Now, 
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industry will be subjected, under the President’s proposal, to a 55- 
percent corporation tax. Now, if another bill hangs fire over the head 
of industry all the time for a further possible increase in the second 
bill, is it not very definitely going to retard the matter of investment 
expansion in private industry? Would it not be better to decide it 
once and for all in one bill? I can apply that same argument to the 
question of excises, too. 

Mr. Jounsron. This is a matter of judgment and I am inclined to 
think not. I am inclined to think that we do not know whether we 
need the additional tax or not. 

Mr. Simpson. The President said we do. He said we need 16% 
billion dollars. Every businessman who has the corporation tax 
increased to 55 pereent, every prospective investor, would say, “This 
is the first installment and maybe next year we will be raised to 60 
percent.” 

Do vou not think that the matter of going after this peacemeal-like 
is certainly destructive to business? | cannot see any other viewpoint 
to take. 

Frankly, I think the President recognizes that the additional 6% 
billion dollars is so hard to get and has to be gotten out of creating 
the very great sacrifices you say are necessary and | think he wants 
to lay that burden on this committee and does not want to make the 
recommendation himself. 

Mr. Jonnsron. As a businessman, | do not face the prospects of 
higher taxes with any glee, | can assure you of that. Ido not think 
that our expansion or growth would be retarded by the prospect of 
higher taxes at the end of the vear because you do not know whether 
those will apply to your particular field of endeavor or not. I doubt 
if it would have the retarding effect which vou indicate it might. You 
may be right; it is a matter of judgment. 

Mr. Simpson. In your present position, as I understand, you do 
not deal with things other than civilian economy? 

Mr. Jounsron. That is correct. 

Mr. Simpson. You do not control prices that are paid by the mili- 
tarv In any sense? 

Mr. Jounsron. Yes, we do, in a sense; but in general we deal with 
the civilian economy. 

Mr. Simpson. How do vou effeet the prices paid by the military? 

Mr. Jounston. We have controls over basic materials. We have 
controls over wage rates. So in general we control the things that the 
military purchase. 

Mr. Simpson. Now, if I understand, military prices have gone up a 
great deal more rapidly than have the prices for civilian goods since 
Korea. 

Mr. Jounsron. I am not informed as to that. I have heard that. 
I am not sure whether that is correct or not. Certainly they have 
gone up and they have gone up precipitously, but 1 think these con- 
trols will level them out and have a tendency to retard their advance; 
in facet, they will retard their advance. 

Mr. Simpson. Do vou have a continuing liaison between your office 
and the military on the matter of expenditures? 

Mr. Jonnsron. That is right, through Mr. Wilson. 

Mr. Stmpson. Is this vour first Government job? 
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Mr. Jounsron. I have been adviser on a good many committees 
during the past war, War Mobilization Committee, and so forth. 
This is the first full-time Government job that I have had; you are 
correct. 

Mr. Simpson. You have picked a very hard one, you will find that 
out. I know you will have a lot of criticism. At the same time I am 
convinced, as you suggested earlier, that the American people do 
realize that the payday is here, that the crisis has come, and I have 
the very confidence you express that the American people will make 
the sacrifices which must be made. At the same time we are going to 
demand quite properly that the Government change horses “and do 
things in a businesslike manner. 

Thank you, sir. 

Mr. Jounsron. Thank you. 

The Cuatrman. Mr. Eberharter? 

Mr. Esernartrer. Mr. Johnston, the stabilization order issued from 
the agency of which you are the head was, generally speaking, a 
blanket stabilization order, was it not? 

Mr. Jounston. Yes. 

Mr. Esernarrer. Then as you go along you are considering any 
exceptions that may be justified by “the economic factors? 

Mr. Jounsron. That is right. You see, great inequalities have 
pressed themselves on the economy because of the rapid rise in prices 
and wages some of which have risen and some of which have not. So 
in order to bring the matter in more equitable balance, it is essential 
that we allow some flexibility in growth. That will have to be done 
and of course that will account for some rising in prices during the 
next months. 

Mr. Esernarrer. That was not a very easy pill for business to 
swallow in general; is that right? 

Mr. Jounsvon. That is right. 

\M[Ir. Eseruarrer. It was considered pretty drastic action and yet 
the general public approved of it most heartily, in-‘my opinion. 

Mr. Jounsron. I think they did. I think the general public would 
have liked to have prices rolled back, and so would Ll. We were faced 
with great administrative problems in attempting to do so, and we 
were faced with the legal problem as to whether we could roll back 
prices without rolling back wages simultaneously. 

L think all of you know you cannot take out of a man’s pay check 
that which he has already received. So you are in the position where 
you cannot roll back wages. Consequently, the thing to do, | thought, 
was to take immediate action to stop this upward spiral, which | “did 
within 4 davs after taking office. 

Mr. Eneruarrer. Now the question was brought up by one of the 
members of the committee regarding the percentage of inflation from 
June 1950 up to now, and I think you indicated there has been a 
7-percent increase. 

Now, if a stabilization order had not been issued, and no program 
of taxation perhaps, that percentage would rise to 15 or 20 percent 
in the next 12 months? 

Mr. Jounsron. There is no question about that. I do not know 
the percentage figures but I think that we were just beginning to see 
the real inflationary pressures. It was gaining tremendous 
momentum, 
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All I had to do was to look at the charts and see what happened this 
December, then in January, to realize we ought to take action and 
take it fast. There was no alternative but to take immediate action. 

Mr. Exernarrer. In other words, the economy was showing signs 
of Ulness which may have resulted in the long run in lack of confidence e 
in the financial stability of the Government and pe rhaps result in a 
collapse of the economy of the country and therefore it was necessary 
to immediately do something to the patient? 

Mr. Jounsron. That is right. 

Mr. Exernarrer. Now that seems to me to be a valid argument 
for the immediate imposition of additional taxes and as quic ‘kly as we 
can, because the economy is sick. 

Mr. Jounsron. That ts right. 

Mr. Erernarter. When a patient is sick vou take the first steps 
you possibly can that are absolutely necessary in order to halt a more 
serious condition. 

Mr. Jounsron. That is right. That is what we think should be 
done. There are all kinds of reasons, of course, advanced. For in- 
stance, when we imposed wage and price controls there were many 
reasons advanced why we should wait, why the machinery was not 
set up, this, that, and the other thing, but vou can always find some 
excuse for doing the thing you do not like to do. I felt we just had to 
take action and take it immediately even though it would have been 
nicer to have deliberated more on the problem. 

Il feel the same way about taxes. I realize the difficulties and the 
hearings that must be held and the legislative machinery in a democ- 
racy of which we all approve. I know with your good, sound judg- 
ment this can be speeded up considerably. 

Mr. Enernarrer. | think the same reasoning applies to the impo- 
sition of taxes as applies to vour reasoning for immediate issuance of 
a stabilization order. That is the way I feel about it, frankly. 

Now, if we do not have a stiffer tax program and there is more 
spendable money, controls would result in a very active black market; 
because people would have the money to buy a lot in the black market 
and controls would not amount to very much, would they? 

Mr. Jounsron. That is right. Controls are only a drug to tem- 
porarily control disease. They treat the symptoms and not the real 
disease itself. Although vou might hold with controls, those controls 
wear off eventually and you must substitute other controls and more 
and more controls unless you control the reasons for the imposition 
of the controls for which, as | mentioned before, one of the cures Is a 
balanced pay-as-you-go policy. 

Mr. Esernarter. In other words, the basie cause of inflation is 
that there is more money to spend than there are goods available in 
civilian categories in particular? 

Mr. Jounsron. That is right, that is very sound. 

Mr. Erernarter. So we must, by the fairest means we can pos- 
sibly devise, drain off some of this excess spending money? 

Mr. Jounsron. That is right. 

Mr. Enernarrer. | have talked to a good many businessmen tn 
the steel center of the world, in Pittsburgh, and | cannot find any 
businessmen, or workingmen either, who fail to approve of the 
policy of pay as you go. So [I am sort of surprised that some people 
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are attacking the proposition of imposing additional taxes in order to 
perhaps get away from an unpleasant necessity. 

Mr. Jounsron. I have not come across anyone who is opposed to 
pay-as-you-go policy. L do not know of anyone. Of course, the 
question arises as to where the taxes should be placed. They would 
all like the other fellow to pay; that is very natural. That is the area 
in which vou have to battle. 

Mr. Exeruvrrer. That is right. Now, the increase in the cost of 
military items oceurred largely before any stabilization order was 
issued? 

Mr. Jounsron. That is right. 

Mr. Eseruartrer. What was the date of the stabilization order? 

Mr. Jounsron. The 26th of January. 

Mr. Esernarrer. I believe the other body released figures over a 
month or so before that date showing that the increase in the cost of 
military items was a very high percentage. So that the stabilization 
order would tend to keep that increase from getting worse? 

Mr. JoHnsron. | know of several instances already where the prices 
would have been higher had it not been for the stabilization order. 

Mr. Epernarrer. I think that is all, Mr. Johnston. Thank you. 

Mr. Jounsron. Thank you. 

The CHairnman. Mr. Martin? 

Mr. Manrrin. Mr. Johnston, pay-as-you-go is a very real objective, 
one of which | always have approved. My quarrel with the Demo- 
crats is how to attain that goal. My hope is that we can prevail on 
the administration to recognize a budget cut as one of the methods to 
attain pay-as-you-go. Thus far 1 have heard them expound on one 
theme; that is, bring the tax load up to what the administration 
thinks will be sufficient to meet the budget without having the budget 
eut down. I think we can get together on a pay-as-you-go objective 
if we can just agree a little more on some budget cuts as well as tax 
increases. | disagree with those who contend the Budget’s high 
figure cannot be cut. 

Now, during vour prepared statement vou made some mention of 
the fact that parity increase might be one of the causes of inflation. 
Dil | hear you correctly on that? 

Mir. Jounsvon. Yes. I said that when parity increases, of course 
the cost of living increases. Then there are great demands on the 
part of labor for increases in wages. It is an upward spiral that must 
be halted. I am going to make every effort to halt it. I expect to 
come before you with some concrete proposals for halting it. 

Mr. Martin. Would vou sacrifice the parity principle in order to 
hold down any increase in the cost of living that comes from the raising 
of farm products to parity level? 

Mr. Jounsron. Lam not opposed to the parity principle. 1 think 
we must find ways and methods of stabilizing the whole economy, 
which means farm prices and wage rates. Lam investigating proposals 
along that line now and will probably come before you in due course 
of time or come before Congress with suggestions which will require 
legislation. 

Mr. Manrrin. Parity, according to the farmer’s point of view, is a 
mirror of inflation that has already occurred in the items the farmer 
has to buy. 
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Mr. Jounston. That is exactly what the laboring people tell me on 
wage rates. 

Mr. Martin. And now it would be your idea to check any evening- 
up process by just discontinuing our effort to attain parity? 

Mr. Jounsron. I did not say that. I said that I can agree to the 
parity formula in principle, just as | can understand labor’s desire for 
a cost-of-living formula, but we have arrived at the point when we are 
going to have to stop the upward spiral because one influences the 
other. It is a question of which comes first, the hen or the egg. 

Mr. Martin. That is right. . 

Mr. Jounsron. Now we are going to have to propose to the Con- 
gress soon, measures which will equalize and stabilize both. 

Mr. Martin. Then, as an alternative, would it be a good thing for 
the Government to contemplate offsetting any increase in the cost of 
living due to the leveling up of the parity formula by rolling back the 
prices farmers have to pay until parity is stabilized? 

Mr. Jounston. That is an extremely difficult thing to do, if not an 
impossible task, unless vou want to use subsidies. 

Mr. Marvin. My point is the unfairness of taking it out on the 
fellow who has not quite gotten up to the level of parity. Bringing 
the farmers up to parity level might have some inflationary effect, but 
the farmer’s viewpoint is that the ill effect could be offset by rolling 
back the prices of things that have increased and that have raised the 
parity price higher than he is now getting. 

Mr. Jounsron. | said that is an extremely difficult thing to do, to 
roll back those prices, because many of our purchases of merchandise 
come from abroad, over which at the moment we have no control, and 
those prices, vou know, have zoomed since Korea. Wool has reached 
its all-time high in history and has not reflected itself in the low-cost 
clothing and we have little control over the price of wool now because 
two-thirds of our supply comes from outside the United States. 

Now, I want to assure vou that any proposals that we may suggest 
to vou will be proposals which are equitable and fair. If they are not 
equitable and fair to all segments of our economy, they will not operate 
for long in a democracy. Therefore, any proposals we will bring to 
vou will be proposals which will treat the farmer most eqiutably and 
most fairly as well as other segments of the economy. 

Mr. Martin. | appreciate that very much because | do not want 
to see the farmers, whose products have been slow getting up to the 
parity level, penalized beeause of their products having been a little 
late getting up to that level. It is unfair te place this burden on them 
in the interest of preventing inflation. It seems to me to be a rank 
injustice and | know vou do not want to impose such an injustice on 
them. 

Mr. Jounston. We do not want to do any injustice to the farmer nor 
do we want to do anv injustice to the laboring man who has received 
no increase during the period this has occurred. 

Mr. Martin. Now, vou spoke about the wool situation. Are 
you ina position determine th price of wool? Are you in a position 
to determine what we pay for wool? 

Mr. Jounsron. No. 

Mr. Martin. Can vou roll that price back to what it was last June? 

Mr. Jounsron. No 
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Mr. Martin. You are helpless on that item because that applies 
to an item we must buy in the foreign markets and that applies to the 
71 strategic and critical items. 

Mr. Jounsron. That applies to about 65 of them. 

Mr. Marrin. Then if that is the case as to strategic and critical 
items, may | ask what your approach is going to be? Are we going to 
let them go on and reach a world level when we are competing with 
our enemies for the supply of wool, the supply of rubber, and other 
strategic and critical materials, and therefore when our enemies bid 
the price up we are helpless? If we fix the price, we only hand the 
market over to our enemies. What is the answer? 

Mr. Jounsron. | think there are some answers involved. We are 
studying the problem. I think that we may be able to come up with 
some suggestions within a very short time. 

Mr. Marrin. One of the hopeful indications is the fact that we are 
trying to get together with our allies on strategic and critical materials. 

Mr. Jounsron. That is one of the things. There are others we 
hope we can do, too. 

Mr. Martin. Another is a better understanding with our allies 
as to how wide a market to which they should auction their goods, 
whether or not they should feel free to call on our enemies to bid 
against us for the supply which they are in a position to furnish. 
Until we can get our allies to realize that situation, we are sort of 
helpless, it seems to me. 

Mr. Jounsron. As far as [ am concerned, I can express my phil- 
osophy very simply. We are of great aid to our allies as well as their 
being of great aid to us. As far as | am concerned, | am going to be 
awfully tough on the question of these products that we get from 
abroad and the prices we pay for them. If Ll have the backing of the 
administration and of you gentlemen in Congress, | think we can get 
some results. 

Mr. Marvin. I fear that vou have a longer road ahead than 2 or 
3 vears, as vou mentioned, if we are going to go ahead with an arma- 
ment program of the size | see indicated in the budget. Our reserves of 
these strategic and critical items held by private industry are at a 
dangerously low level. Also as of January 23, the Government 
stockpile is only 30 percent of the stockpile objective. And we are 
now bidding with our enemies for this world supply. L cannot see that 
vou will have that situation wholly in hand in any 2 vears or 3 vears. 
I have been working for 12 vears to get an adequate stockpile program 
going and we have gotten up to the magnificent percentage of 350 
percent today. IL just hope we can get some results in this matter 
before too long a time, because, to me, indefinite extended application 
of the controls program can fix it upon our people so solidly that it 
will be very, very difficult for us to diseard it. 

Mr. Jounsron. That is exactly what | want to try to avoid. When 
controls are imposed for too long a period, there is always a tendency 
to have them become permanent fixtures in the economy. If that 
happens, | think vou would destroy much of the vitality of the 
American economy, So we must try to avoid that. I do not think 
I am overoptimistic when I say to vou that short of war and provided 
we can have a pay-as-you-go policy with some credit restrictions, it is 
thoroughly conceivable that within a period of 2 or 3 vears we will 
have so built up our productive facilities to take care of increased 
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production, because that is one of our programs, that controls can 

be either totally or almost totally removed. 

I think that must be our goal and it must be the thing that we will 
strive for. 

Mr. Marvin. I agree with you very strongly on that point. Of 
course, the time limit is very dependent on the international situation 
as to war. 

Now let us go to another subject. | believe vou indicated that you 
plan to Nn pose controls Very soon. . ; 

Mr. Jounsron. Impose controls very soon? 

Mr. Martin. Very soon. 

Mr. Jounsron. We have some controls. 

\ Ir. NILARTIN ‘ You have some but they mrs rong to cet worse. 

Mr. Jounsron. They are probably going to be tougher. 

Mr. Martin. Now, this tax increase is not going to become effective 
in time to vlve the corporat ion and producer of geoods a chance to 
aj ust to the tax increase before controls are fully effective, including 
price control, Is it youl idea that the administration will pernuit any 
passing on of the tax increase to the consumer when that tax increase 
strikes? 

Mr. Jounsron. | do not think [ thoroughly understood your 
question. 

Mr. Martin. Is it vour idea that the administration will permit 
indust ry to pass on to the consumer a nv part of the proposed tax 
increase that we are here considering? 

Mr. Jounsron. It is not our desire to allow industry to pass on 
these taxes except excise taxes. Of course, those would be passed on 
to the consumer, but it is our theory that industry will have to absorb 
other taxes. 

Mr. Marri. The proposal here in the administration’s first bite is 
to increase corporate taxes of those earning below $25,000 from 25 per- 
cent up to 33 percent on the normal tax, and on those earning over 
$25,000 to increase their tax rate from 47 to 55 percent. If no part 
of that tax increase is to be passed on to the consumer, can you say 
that such an increase in taxes will not kill incentive? 

Mr. Jonnsron. It is a very delicate line as to what does or does not 
kill incentive. We can argue a lot theoretically and it is difficult to 
determine where that line is except in practical experience. 

L am inclined to believe and mv considered judgment of the fact is 
that under the present emergency that type of tax load will not kill 
incentive. I believe, and I believe very, very strongly, that if you 
had such a tax load over a protracted period of time, it would kill 
incentive; but I do not think it would over the relatively short period 
that | hope we are talking about. 

Mr. Marrix. Do you know whether the second tax bite proposed 
by the administration includes a further increase in the corporate 
field, for instance? 

Mr. Jounsron. I do not know. 

Mr. Martin. If you were going into business today, you would 
want to know, would you not? 

Mr. Jounsron. No; 1] do not think so, necessarily. [ am a busi- 
nessman, as vou know, and I would realize that there are limitations 
because of the period in which we live, and I think | would want to 
make, patriotically want to make, my contribution, realizing that 
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anything I went into, irrespective of what it was, would have the same 
tax limitations. J do not think I would sit idly by under these cir- 
cumstances. I might in normal circumstances but I do not think I 
would in these very strained times in which we live. 

Mr. Manrin. Out of the great range of potential producers, many 
of them will have some misgivings about it, as to where it will end. 
Do vou not think so? 

Mr. Jounsron. Again, that is a matter of judgment but I honestly 
do not think so. If I did, I would frankly tell vou. 

Mr. Manrrin. I do not want to be a party to putting the brake on 
the wheels of industry so hard as to bring production to a stop. I 
am not arguing this point from the point of view of the producer only; 
1 am talking now about the effect on the economoy. 

Mr. Jounsvon. I said earlier that one of our principal methods of 
curing inflation is increased production. If lL thought that such a tax 
program would have a tendency to retard or eliminate production in 
the near future, | would certainly tell vou so. My considered judg- 
ment is that it would not in the short range and I think it is so valu- 
able from the point of view of controlling inflationary pressures, that 
as much as I dislike it, I would urge you to enact it. 

Mr. Marvin. That is all. 

The Cuarmman, Mr. Granger? 

Mr. Grancer. | have just one question, Mr. Johnston. You have 
been talking about sacrifices. 1 do not suppose that any of us are 
going to be reduced to a diet that will be injurious to our health? 

Mr. JouNsron. Of course not. 

Mr. Grancer. When vou talk about sacrifice, what do you mean 
by sacrifice? We are not going to have as many automobiles? 

Mr. Jounston. We might not be able to buy as many cars as we 
like or we might not be able to buy as many luxury items as we would 
like or we may not be able to stay in as swank a hotel as we would 
like or go as far as we would like. 

\ir. Grancer. Or go to the movies as often? 

Mr. Jounsron. | would hope, of course, you would not include 
that. 

I do not think that the sacrifices are going to be anything which 
the American people are going to suffer under; no. 

Mr. Grancer. There is one class of people that [I think suffered in 
the last war, and I am sure they are going to be the people who are 
voing to suffer this time. They are the people who are going to make 
the sacrifices, and that is the so-called white-collar class of people. 

Mr. Jounsron. You are absolutely right. 

Mr. Granger. They are working for a little business, in a little 
store, where there are one or two clerks. | imagine in many cases 
their wages are about as much as the business will stand. What 
about them? 

Mr. Jounsron. The white-collar class is indeed going to be harder 
hit than most, but, again, it is a question of the choice of the alterna- 
tives, neither one of which is pleasant. They would be hit far worse, 
were there to be rapid inflation. They would suffer far more. The 
fixed-income person, or the one on pension or annuity, or the widow 
or orphans would be far worse affected were inflation to take hold 
than they would through the relatively small increases in taxes which, 
I am sure, you would impose upon them. 
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Mr. Grancer. Do I gather from your testimony that you would 
intend to call on us to amend the Production Act with relation to the 
parity formula? 

Mr. Jounsron. No; I did not say that. I said that I thought we 
might have to come for legislation which would equitably adjust prices 
and wages. [am not ina position at the moment to discuss that with 
you because we have not as vet been able to arrive at or work out all 
of the details involved. 

Mr. GrancGer. | will say that will be one of the items where you 
really will have your troubles. 

Mr. Jounsron. I do not know of any way you can do this unless 
you head for some trouble because the farmer is certainly entitled 
to his parity. The parity goes up with taxes and with wages. ‘The 
laboring man is entitled to his parity, which is increased wages as 
the cost of living goes up, because as parity goes up the cost of living 
goes up, and food, as vou know, is approximately 40 percent of the 
cost of living index. So you have a very tough problem to control, 
It is not easy. If it were simple, I would be much happier, but it is 
not. 

Mr. Grancer. After all, the simplest way perhaps of doing what 
you want to get done would be a good stiff tax bill. That is your 
testimony, I take it? 

Mr. Jounsron. That is right, sir. You are thoroughly correct 
about that. That could be one of the best tools you could give me. 

Mr. Grancer. Thank you, Mr. Johnston, 

Mr. Jounsron. Thank you, Mr. Granger. 

The Cuarrman. Mr. Holmes? 

Mr. Hoimes. Mr. Johnston, I wish to weleome you before the 
committee as a distinguished citizen of the State of Washington. 
1 do not wish to prolong questioning further. There is a fact that 
I think is being assumed by a lot of people that when these billions of 
dollars are taken away from the taxpayer, they drop out of sight. 
They do not drop out of sight. They merely move into other pur- 
chasing channels in much the same manner as if the dollar were spent 
by the individual purchaser of commodities. 

I was very much interested in finding out through your testimony 
that you are in close touch with the commodities that the defense 
program is buying and the needs for the defense program, because 
there is very little difference between the inflationary effect of a 
dollar spent by the Government and a dollar spent by an individual. 
I am happy, indeed, to get that phase of your testimony. I hope 
you will be able to work on that matter effectively, because these 
billions of dollars are not dropping out from purchasing channels just 
because they are being taken in the form of taxes. Is that not so? 

Mr. Jounstron. You are correct. 

The Cuatrman. Mr. Forand? 

Mr. Foranp. Mr. Johnston, I was called out to the telephone a 
moment ago while vou were answering some questions of Mr. Martin, 
As I returned, the question of wool was being discussed. Naturally, 
coming from New England, | am very much interested in that subject 
because mv wool trade people up there are on my neck most of the 
time. What, if anything, is going to be done by vour organization 
along the line, for instance, of the discussions 1 understand are going 
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on regarding a settlement of the cotton question? Is anything being 
done with the wool question? , 

Mr. Jounsron. We are considering the wool question. As vou 
know, wool has reached an all-time high. 1 think that your wool 
people in New England would agree that it is not to their advantage 
to have wool so high. We are considering the whole problem and what 
we can do about it. We have not arrived at a conclusion as vet. But 
I can assure you we are going to try to do something about it. I 
cannot give vou the answer as vet. 

Mr. Foranp. Thank vou very much. 

The Cuarmman. Mr. Byrnes? 

Mr. Byrnes. Mr. Johnston, 1 believe you recognize our problem is 
just as much a question of where to raise the taxes as it is the amount 
of taxes to be raised. 1 would like vour opinion as to what area of 
taxation vou believe will best accomplish the purchases of the stabili- 
zation. We have, I suppose, three broad categories, corporate in- 
come, individual income, and then your sales or excise field. Those 
are vour principal fields of taxation. Now, as of those three, what ares 
would best accomplish the purposes of stabilization? If you have 
another category, | would like to have that, too. 

Mr. Jounsvon. Lam inclined to believe that the program that has 
been presented is about as fair and equitable a one and will accomplish 
the results about as well as anything that 1 can devise. 

As L said earlier, 1 think it is not only a question of raising the taxes; 
it is trving to raise them on a somewhat equitable basis. It is con- 
ceivable and logical that perhaps one tax is little less inflationary than 
another or, should L say, more anti-inflationary than another; but they 
will all have to be balanced. 

L am inclined to believe, all factors taken into consideration, that 
the program that has been presented to vou is a fair one, 

You gentlemen, as lL have said previously, with your previous ex- 
perience, are experts in this field. LT am not. And with the vast 
amount of intelligence you can call upon, vou gentlemen can certainly 
do much better than I ean. 

Mr. Byrnes. Fairness is certainly one of the factors the committee 
has to consider. 

There has been a considerable amount of discussion, some before the 
committee, but most I suppose away from the committee, relating to 
the sales tax and the possible dependency of the Federal revenue upon 
such a tax in these times. 

Could you express your view as to the extent to which that would 
accomplish the stabilization? 

Mr. Jounsrvon. | would prefer not to. I think that is a matter 
which is in your province. I can say only this: that sales taxes do 
reflect themselves in parity formulas, vou know, and therefore do 
reflect themselves in the cost of living and have a tendency to raise 
wages because they are reflected in the cost of living. 

Mr. Byrnes. That is all, Mr. Chairman. 

The Cuatrrman. Mr. Harrison? 

Mr. Harrison. Mr. Johnston, you have emphasized the necessity 
for the committee to proceed with dispatch in enacting this tax bill. 
I think vou used the words “as promptly as possible.”” What do you 
mean by that? When do you think we ought to have this? 
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Mr. Jonnstron. I am so unfamiliar with this and such a green- 
horn-— 

Mr. Harrtson. So am I, that is the reason T ask. 

Mr. Jounsron. That I do not think [ can answer that. 

Mr. Johnson, do vou have any answer to that? 

Mr. Jounson. No. 

Mr. Jounsron. You gentlemen who are members of this committee 
have had so much more experience with what “dispatch? means. 

Mr. Harrison. Do vou mean 2 months or 6 months? What would 
be the effect of delay if we did not get to the tax bill until the 1st of 
July? 

Mr. Jounsron, | certainly hope vou can do it before that. The 
quicker the better, as far as I am concerned. The quicker we can 
get the tools to work with the more effective we can be in using them. 
I would suggest that vou work with all speed that vou can consistent 
with the other problems that face you. I certainly hope it will be 
long before the Ist of July. 

Mr. Harrison. Do vou think it would do considerable damage if a 
tax bill was delaved for some months? 

Mr. Jounsron. Yes; L think it would do considerable damage. 
As I explained previously, the Federal budget in the cash position has 
been in balance in the recent past and the great inflationary pressures 
of an unbalanced budget in the sale of securities to banks have not 
made themselves effective, have not affected the economy as vet. As 
we go into the third and fourth quarters, particularly the fourth 
quarter of this fiscal vear, we will probably come into a material 
deficit, and without increased taxes that deficit will have a profound 
effect upon inflationary forces. 

Yes, as soon as you can enact one, the better. 

Mr. Harrison. You realize that there is a serious possibility that 
no tax bill will FO LO the President before the middle of the year 
July or August? 

Mr. Jounsron. T can tell you this again with all frankness and 
candor that vou make the problem of stabilization more difficult: and 
that if taxes are hot mcre ased over a protracted period of time, you 
make the job of stabilization impossible 

Mr. Harrison. Now, Mr. Johnston, I have one more question. 

Suppose the Congress enacted a tax bill of, let us say, S10,000,000,- 
000. or $11,.000,000,000, and leaves the budget unbalanced by So,000,- 
000.000, $6.000,000,000, or $7,000,000,000: what would be the infla- 
tionary trend of that? 

Mr. Jounstron. | think there would be some inflationary effects. 
Please bear in mind that an unbalanced budget of $5,000,000,000 or 
S6 O00 000 O00 would be about 2 pereent of our TOSS national product, 
so that it would not be all-out inflationary but any time you have an 
unbalanced budget of any extent it exerts inflationary pressures and 
the more the budget is unbalanced the greater the inflationary pres- 
sures. So lam hopeful that we can vo On as nearly a payv-us-VOu-2Zo 
basis as possible. Then the job of stabilization will be much easier. 
I can assure you even if you can make it as easy as you possibly can 
by a complete balanee of the budget or even a budgetary surplus, 
which | doubt very much you can do, but even if vou did that, the 

job of stabilization will still be an extremely complex and extremely 
difficult one. 
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I do not want to underestimate that, because there are these forces 
in the economy all of which are sure that they are right in their point 
of view and that they are entitled to these particular increases and 
that the other fellow is not. The businessman is certain that his 
profits should be preserved but that labor should be frozen or agricul- 
tural prices should be frozen, and the farmer is certain he should 
have parity but that wages should be frozen and profits should be 
reduced, and the laboring man is equally positive that food prices must 
be rolled back, that the farmer is getting too rich, that profits are too 
high, and that his own wages must go up. Those are conflicting 
elements. If vou allow those conflicting elements to have the infla- 
tionary fuel of an unbalanced budget, they become well nigh impossible 
to control. I think vou gentlemen know that as well as L. 

Mr. Harrison. It is equally true that each of them have the same 
attitude toward spending? 

Mr. Jounsron. And toward taxes. 

Mr. Harrison. Toward taxes and toward spending, cut this but 
not that. 

Mr. Jounsron. That is right, and for you gentlemen to make the 
choice is just as difficult as for us to make the choice in the things 
we have to do. I think we all agree it is not just your problem alone 
or my problem alone; this is all our problem, all the American people’s 
problem, and if we approach it from that point of view and realize 
that none of us can escape without being hurt, if we take that view, 
we can accomplish it. I have enough faith in our democracy to say 
we can do it. To say we cannot do that means we do not have faith. 

I do not mean to give you any insinuation that there are not going 
to be some people who are not going to squeal about it. Already 
have had labor, agriculture, business telling what should be done, but 
it is never to them, always to the other guy. They always tell me 
it is going to practically paralyze them if it is done to them. 

Gentlemen, I have learned to say ‘‘No” in 27 languages. I am 
going to learn to say “No” in 27 more, if there are that many. I 
have to do it. 

The Cuarrman. Mr. Kean? 

Mr. Kean. As I understand from what you say, the all-important 
thing that you feel we must do is to balance the cash budget? 

Mr. Jounsron. That is right, sir. 

The CHatrman. Mr. Johnston, I again compliment you on your 
fine statement and the very courteous manner in which you have 
answered all questions, 

I would like to state, for what interest it may be to you and the 
committee, that so far as the chairman is concerned I shall favor 
expediting the consideration of this legislation just as much as 
reasonably possible consistent with the necessary information that 
our committee will need to have in dealing with the subject. 

Mr. Jounsron. Thank you very much, Mr. Chairman. 

The Cuairnman. May I express for the committee our appreciation 
for your courteous manner and for your sympathetic understanding 
of the tough problems that face all of us. All of us must face them 
together. 

Mr. Jounston. Thank you very much, sir. 

The Cnarrman. We will take a recess until 2 o'clock. 

(Whereupon, at 12:45 p. m., a recess was taken until 2 p. m., this 
same day.) 














it 
d 


= 


is 
a 
d 
1S) 
0 
ir 
l- 
e 


Le 


ie 


it 
1e 


mn 


it 


ir 
re 


yr 
iS 
it 


nh 


in 








REVENUE REVISION OF 1951 353 
AFTER RECESS 


The committee resumed at 2 p. m., upon the expiration of the recess, 

The CuatrmMan. The committee will be in order. 

The next witness on the calendar is Mr. Michael V. DiSalle, 
Director of the Office of Price Stabilization. 

All right, Mr. DiSalle. Please give your full name and address to 
the stenographer and the capacity in which vou appear here. 


STATEMENT OF MICHAEL V. DiSALLE, DIRECTOR, OFFICE OF 
PRICE STABILIZATION, WASHINGTON, D. C. 


Mr. DiSauue. Mr. Chairman, my name is Michael V. DiSalle. 
] am the Director of the Otlice of Price Stabilization, and i umn here 
at the committee’s request to answer whatever questions they might 
ask. I did not prepare a statement, because T just did not know what 
the line of the committee's inquiry would be. IT will do my best to 
answer any questions that any members of the committee might have. 

The CuatrmMan. | was hoping that vou could give us a statement 
on the price-stabilization situation. That has considerable bearing 
on inflation, which in turn has considerable bearing on taxation. 
] was in hopes that you could clVve us sone information before we 
asked you questions. Are you ina position to do that? 

Mr. DiSauue. I would be very happy to. 

The Cuairman. All right, sir. You may proceed, then, in your 
own way. 

Mr. DiSauie. There isn’t any question in my mind but that price 
controls are an essential adjunct of any anti-inflation program; but 
1 think too many people are inclined to overrate the importance of 
price controls in the total picture. Price controls in and of themselves 
would be rather ineffectual unless linked with a curb 02 credits, a good 
tax program, a balanced budget, and all of the items that have to do 
with the problem of inflation. Price controls can do a good job in 
attempting to level the costs for the consumer and for the Government 
in a defense program, but price controls in and of themselves would be 
rather ineffectual if we were attempting to compete with the increased 
purchasing power that is available today and which will continue to 
be available in larger quantities as the country moves more rapidly 
into the defense program. 

And so, in approaching the problem of price controls, we are more or 
less forced to take action, because of the way in which prices have 
continued to rise since June of 1950; for instead of any leveling-off 
appearing, it appears that prices have been pyramiding, especially 
during the month of December and in January. We felt that a freeze 
order was essential in order to attempt to stop that rise, or to slow it 
up, really, rather than stop it, with the hope that as we get into our 
program in more specific detail we will be able by tailored reguiations 
to make the necessary adjustments between buying power and costs 
that will be essential if we are to have a stable economy. 

The Cuarrman. Is it your thought that the higher the taxes the less 
money will be left in the pockets and the hands of the consuming public 
with which to compete for goods? If vou fix a certain price level, L do 
not see how goods could sell any higher if the law is administered 
carefully. Just how does this bear upon our problem of taxation? 
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And how does taxation enter into the problem of inflation, unless it is 
from the standpoint of leaving less money to bid on what goods are 
produced? 

Mr. DiSauue. Mr. Chairman, there isn’t any question but that you 
know a lot more about this than I could ever hope to know. It was 
my pleasure to serve for just 2 vears on the taxation committee of the 
house of representatives of my State during the years 1937-38, when 
we Were in session practically all the time in an attempt to find some 
means Of financing the State government during those two very 
perilous vears. Of course, during that time we had many people 
coming to us for solutions to tax problems and financial problems, and 
we listened to them all, of course, and it was more or less of an educa- 
tion in governmental finance. But those 2 vears can’t ever hope to 
compare with the number of vears you have served so well on this 
committee and the information that vou have been able to gather asa 
result of these hearings through your own observations. So when you 
ask me the question you have, vou practically have answered it as 
well, 

Mr. Cuaimman. You flatter me by saving that IT know so much 
about these things merely because Lam chairman of this committee. 
The reason we are conducting these hearings is to obtain information. 

It is reasonable to assume that all available civilian goods that are 
produced will be sold if a large part of our productive capacity is 
diverted for potential war materials. And if civilian goods are all 
purchased, and the price is fixed at which they can be purchased, then 
1 wonder where the question of inflation comes in. 

Mr. DiSauue. Inthe past few months we have had a system of price 
rationing that has more or less kept certain goods out of the hands of 
some people. As our income increases, more and more goods will be 
within the reach of more and more people. The question then will be 
whether production will be able to keep up with the demand. If it 
does not keep up with the demand, there will always be that pressure 
against price ceilings, pushing those ceilings up and inereasing costs; 
and as the costs increase the pe ople will then be dissatisfied, and it will 
bring pressure for higher wages. And, of course, when vou have higher 
costs and higher wages and higher prices, you just can’t stop inflation, 
The spiral just continues. 

The Cuamman. If vou leave less money in the hands of the 
purchasing public, in your view, it will be easier for production to 
keep up with consumption; is that right? 

Mr. DiSauie. That is right. 

The Cuairnman. Mr. Jenkins? 

Mr. Jenkins. I have been interested in what vou had to sav, and 
Ido not blame vou for not coming with a prepared statement, because 
you have a right to assume that in the matter of taxes we ought to 
know more about the subject maybe than you do. But | want to 
say to vou that I think you have got a tough job, and I sympathize 
with vou. 

[ would like to ask you some questions for my own benefit as to 
just how vou operate down there, and maybe then I can better judge 
what to do about taxes. As T understand it, vou are the Director 
of the organization over which Mr. Johnston ts the head? 

Mr. DiSauie. He is the Administrator. 

Mr. Jenkins. And you are what? 
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Mr. DiSauie. Iam the Director of the Office of Price Stabilization. 
Mr. Johnston is the Administrator for Economic Stabilization. Our 
Office is a division of the Economic Stabilization Agency. 

Mr. JENKINS. He is the over-all man, 1s he? : 

Mr. DiSauue. That is right. We operate under his supervision 
and direction. 

Mr. Jenkins. And how many more departments kindred to yours 
are there in that organization now? , 

Mr. DiSauue. Just the Wave Stabilization Board. 

Mr. Jenkins. And let us see, now. what vou have done. Have 
you fixed wages? 

Mr. DiSauute. No, we have not. 

Mr. Jenkins. You have not frozen wages vet? 

Mr. DiSauue. Mr. Johnston did that simultaneously with the 
issuance of our freeze order , 

Mer. Jenkins. It has been done, then. has it? 

Mr. DiSautue. That is right. 

Mr. JENKINS. Waves have been irozen. Now, have all waves 
been frozen in all occupations? 

Mr. DiSauue. All wages. 

Mr. JENKINS. And how about salaries? 

Mr. DISALLE. Salaries also. All compensation covered under the 
Defense Production Act of 1950 was included in the order. 

Mr. Jenkins. You say all compensation covered under the act. 
Under your answer, there might be some that the law does not cover, 
How extensive or how complete is the act? 

Mr. DiSauve. | think it is rather complete. 

Mr. Jenkins. So generally speaking, then, all salaries and wages 
have been frozen? 

Mr. DiSauue. That is right. 

Mr. Jenkins. Mr. Mason raises the point that vou changed the 
buying restrictions. That was done, | guess, since the original freeze 
order? 

Mr. DiSauuie. Since the original freeze order. 

Mr. Jenkins. That change was in process of being effected, as I 
understand it, at the time vou made the freeze order. Now, then, 
does that apply to the wages and salaries of school teachers and the 
salaries of girls in 10-cent stores and the salaries of clerks in law 
offices and all wages and all salaries? 

Mr. DiSauie. I understand that it does. I have not paid too much 
attention to the wage order. | have almost completely devoted my 
time to the price side of the picture. 

Mr. Jenkins. Yes. [am not trving to put vou on the spot. Tam 
just trving to get the information. 

Let us come, then, to the prices. As I understand it, your order 
fixed the prices of most commodities, but some commodities were let 
out. What were omitted? What commodities, in what state of 
production, were let out? For example, | understand vou let out the 
raw farm products. 

Mr. DiSauie. All farm products at the producer level, and all other 
items that were exempt under the Defense Aet of 1950. 

Mr. Jenkins. I do not remember what they were. Let us see, 
now, what they were. 
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Mr. DiSauie. For example, newspapers, television. Milk was 
covered under the marketing agreement. All farm products were 
under parity. There are eight or nine items. 

Mr. Jenkins. I think, then, generally speaking, vou control the 
prices of practically every commodity that has been packaged or 
prepared for sale? 

Mr. DiSauue. That is right. 

Mr. Jenkins. In other words, vou do not control the price of wheat 
in the wheat field or on the farmer’s farm. You control the price of 
the meat clear back to the animal? 

Mr. DiSauce. To the slaughter point. 

Mr. Jenkins. Where the animal is slaughtered. But the producer 
of the animal and his prices are not controlled? 

Mr. DiSauue. That is right. 

Mr. Jenkins. How did you make those effective? Did you 
depend on the individual to know what his price was and then let him 
understand that it was unlawful to increase the price from that? 

Mr. DirSauie. That is right. The law says that no one can buy 
and no one can sell at a price higher than the highest price at which the 
commodity was sold between December 19 and January 25. 

Mr. Jenkens. And that order, I would take it, then, since you have 
the power to enforce it, is enforceable by civil and criminal prosecution? 

Mr. DiSauce. That is right; civil and criminal. 

Mr. Jenkins. Yes; that is what I mean. Now, as I take it, it has 
taken most of your time, as vou savy, to get this program working and 
get it moving, and you have not had much opportunity to go into 
other matters. Have there been any objections to the program? 

Mr. Disautue. | would not say that I have not had time to find 
out about the objections to it. I have heard from a few Members 
of Congress on some phases of it, and we are getting letters at the 
rate of about 2,000 a day from consumers and others. So we find 
that there has been objection. 

Mr. Jenkins. Generally speaking, though, I would think that the 
consumer might be satisfied, but that as to the man who sells the 
commodity it would only be natural that he might not understand 
your instructions, and it would be diffieult for him to change his 
course of business overnight, and naturally there would be some things 
he would not like verv well. But what have vou to say as to this: 
Do vou look with reasonable expectations toward your program 
becoming satisfactory and efficient and finally acceptable to the 
people? 

Mir. DiSanue. Well, T would suppose that anvone that enters into 
a program of this kind looks forward to the days when the bugs are 
out of the program and when it will be accepted as a successful pro- 
gram. You just don’t enter a program like this overnight and expect 
complete acceptance and complete cooperation, or that the program 
is completely free from errer. I think we have made a couple of 
mistakes since we have been over there. 

Mr. Jenkins. That is only natural. 

Now, let us get to one or two questions about this food business. 
Does that control the price of fish? 

Mr. DiSauuie. No; fish, fresh fruits, and vegetables were exempted 
because of their seasonal nature, and the fact that we ought to treat 
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them by a separate regulation if and when the occasion should arise 
when it becomes necessary. 

Mr. Jenkins. I believe that is all, Mr. Chairman. 

The Caarrman. Mr. King? 

Mr. Kine. Mr. DiSalle, all of my questions of Mr. Johnston this 
morning were to try to develop the dependence of an effective stabil- 
ization program on the early enactment of higher taxes. I would like 
your realistic appraisal of the prospect for stability in prices in order 
that the committee may weigh the impact of higher taxes. 

Mr. DiSauie. That opens a very broad field. At the time that 
ve were considering this general freeze order I felt that we had to 
make a choice between a short-range public relations program and a 
long-range economic stability program. We chose the latter. I 
dida’t think it was possible that we could bring to a complete stop, 
with the issuance of the order, the rise in prices. And so our program 
is dedicated to the proposition that sometime within the next 3 or 4 
months we can, by tailored regulations, correct the inequities which 
occur in across-the-board actions, and we can bring back into adjust- 
ment somewhere along the line the relationships that normally exist 
in American commerce and in the relation between business and the 
consumer. 

1 didn’t think that could be done overnight. I made the statement 
some few days ago that I felt that there would be a rise in prices until 
sometime in midsummer, because I felt it would take that long for 
our program to take hold. We only have experience to look at in 
making a judgment of that kind. 

In April of 1942, the Office of Price Administration issued a general 
maximum regulation, roughly equivalent to our freeze, our general 
freeze. That was after they had been in operation a little over a 
year, in which they had issued a hundred or more price schedules. 
So they already had that experience, and they already had had a 
vear in attempting to sell the program and conduct what they eall a 
jawbone approach to price controls, 

In spite of that, from April 1942 until April of 1943, the index 
increased 9 points, 9.1 points, during that year. 

So, realizing that they had a background of operation and that they 
had started from a much lower level and a much slower moving 
economy than ours, I couldn't expect that we would be able to bring 
into check this rise that was taking place any sooner. 

There have been many questions asked about roll-backs. Now, 
when you take an action the way we did, across the board, you natu- 
rally will effect ine quities. And when you roll back, in addition to a 
freeze order, then you just compound those inequities. That is why 
it is necessary to approach this problem from the standpoint of the 
business segment and from the standpoint of the various industries. 

On the question of the price relationship, no one can expect that 
the increased taxes will not be reflected in increased prices. I think 
that is a natural and logical result of increased taxes. Now, our job 
will be to attempt to keep prices still within a reasonable relationship, 
in spite of the need for this taxation program that has been submitted 
by the administration. 

Mr. King. As IT understand it, vou would be very well pleased if, 
by June or July, we were to begin to see some results in stability. If 
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there is so much uncertainty about the effect of your present policies 
on stabilizing the cost of living, why do we not try through a general 
system of roll-backs applicable to the products of all industries to 
restore prices to the levels prevailing before the invasion of Korea, 
or at the very least to the level of the date Say, of the enactment of 
the Defense Production Aet? 

Mr. DiSauce. [ think I answered the question about roll-backs. 

Mr. Kine. You did partially, Mr. DiSalle; ves. 

Mr. DiSauve. But here is what happens. One industry that came 
in, oh, sometime early in January, brought in a list of 500 suppliers, 
their own suppliers. I think the list represented a pretty good cross 
section of business. The list was very well gotten up, alphabetically 
arranged. And out of the 500, 468 of those suppliers had increased 
their prices since December 1, from 1 to 32 percent. That, roughly, 
meant that 92 percent of those people had disregarded any requests 
for voluntary action and had gone ahead and increased their prices, 

The man who came in to see us was a man who was attempting to 
obey our voluntary standards, and he in effect had rolled back his 
prices to December 1. So he said, “What do 1 do in a case like this?” 

Well, I told him to have faith. I didn’t know the other answer at 
that time. [Laughter.] 

Now, in taking an across-the-board action in rolling back, we would 
have caught the S percent that was attempting to comply along with 
the 92 percent that was not. 

Mr. Kina. The Defense Production Act provides, does it not, that 
in exercising the authority to fix ceilings, wages, salaries, and other 
compensation, due consideration shall be given to comparable prices, 
rentals, commissions, rates, fees, charges, and allowances, and to 
comparable salaries, wages, or other compensation, which are found 
to be representative of those prevailing during the period from May 
24 to June 24, 1950? In fixing prices at the levels of January 26, 
1951, have vou ascertained and given due consideration to compar- 
able prices prevailing from May 24 to June 24, 1950, or did you con- 
clude that it was just too difficult to try to do that—to do what the 
Defense Production Act required you to do? 

Mr. DiSatie. We felt that as an across-the-board action that 
would have been administratively impossible, but we hoped to reach 
those comparable prices in these tailored regulations that we are now 
drafting. 

Mr. Kine. Let me see if T understand. Your reason for not apply- 
ing a general roll-back is this: There were on January 26, 1951, 
manufacturers who were producing goods for which they had incurred 
prior to January 26 certain raw material costs. Let us call the 
goods then in process of production, goods in pipe line. Now, doe I 
understand you to mean that as these goods were in the pipe line we 
could not have rolled back the ceiling costs, because high production 
costs had already been incurred, and a roll-back in the ceiling prices 
of those manufactured goods would have caused serious financial 
losses to those manufacturers? Is that it? 

Mr. DiSauie. There isn’t any question about it. For example, I 
don’t remember the exact figures, but wholesale prices have increased 
about 15 percent; retail prices about 6. Now, many retailers have 
replaced their inventories at higher prices. They just: would have 
been caught in a terrible squeeze if we had attempted to effect a 
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roll-back, because of the merchandise they already had on hand at 
higher prices. 

Mr. Kine. Forgetting that for a moment, with reference to the 
goods in the pipeline on the 26th, if the prices of raw materials used 
by manufacturers had on that date been rolled back to the pre- 
Korean War level, would it not have been possible to roll back the 
ceiling prices of goods whose production was commenced after 
January 26, 1951? 

Mr. DiSauie. Any action taken under the Defense Production 
Act must be taken with reference to equity and reasonableness, and 
I] feel that unless you have an opportunity to examine individually 
what costs have done to the prices of raw maerials you just could not 
flatly sav, “We are going to roll them back.” I think whatever 
action you take must be tempered with reason and with justice. 

Mr. Kine. Is it not true that the real problem in connection with 
a roll-back of prices is how to prevent a loss to the manufacturers on 
goods that are in the pipe line? Would it not have been possible to 
roll back the prices of everyone who had inventories on hand acquired 
at substantially higher costs than those prevailing before the invasion 
of Korea? 

Mr. DiSauce. If we felt that that could have been done, and still 
maintain the aspects of reasonableness and equity, we would have 
done it. But it is just impossible to do it with an across-the-board 
action. 

Mr. Kine. What was the gross national product for the first 6 
months of 1950, and what was the level of corporate profits? 

Mr. DiSauve. 1 am afraid that 1 just do not have those answers 
here. 

Mr. Kine. Do you have any reason to believe that with profits, 
wages, and prices at the June 1950 level we could not have produced 
enough to supply our essential civilian and military requirements? 

Mr. DiSauie. Would vou repeat the question again? 

Mr. Kine. Do you have any reason to believe that with profits 
and wages and prices at the June 1950 level we could not have 
produced enough to supply our essential civilian and military require- 
ments? 

Mr. DiSauue. IT would imagine that if vou could keep wages, profits, 
and prices at the 1950 level, and have no other intervening force, we 
could have. But the mere fact that our production has increased, 
and we took no other action except that we just left nature to follow 
its course and follow the law of supply and demand, would of itself 
have increased prices. 

Mr. Kina. I have heard that you now expect consumer prices to 
rise by another 5 or 6 percent by midsummer before a plateau is 
reached. Is this not a more rapid rise in prices under controls than 
we had during the last 6 months of 1950 without controls? 

Mr. DiSatue. The last 6 months of 1950? 

Mr. Kine. Yes: the last 6 months of 1950. 

Mr. DiSauue. You must realize that we were gaining momentum 
at the time. As I said, these wholesale prices are already in the 
pipeline, and combined with that there is the prospect of additional 
price rises as a result of increased taxes, and also vou must take into 
consideration that there are a good many farm products below parity 
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that may be expected to move toward parity. So a combination of 
those three factors will just add up to increased pr ic es. 

Now, it would not be right to say “‘I expect,” but probably the 
more proper term would be to say that I anticipated, and not with 
relish, that those prices would rise. Of course, they will not rise as 
the result of any action of ours, because our action will be a tough 
action designed toward holding prices and in many eases rolling them 
back where we find that margins have expanded or that prices have 
increased beyond reasons, 

Mr. Kine. Is it true that you are not going to attempt anything 
in connection with the parity field until the level of parity is reached? 

Mr. DiSauue. As far as we are concerned, [ would suppose that we 
might even be accused of treason if we attempted to do anything 
about parity under the present act. There is Just no possible way 
that we could bring under control a farm product that is under parity. 

Mr. Kine. Because of the act? 

Mr. DiSauue. Because of the act. 

Mr. Kine. You have no choice, then? 

Mr. DiSatie. We have no choice. Now, we have attempted in the 
rene ral freeze order ‘to at least freeze margins of foods processed from 
commodities under parity, and we hope with that sort of an action 
to keep the rise in prices to 2 minimum. 

Mr. Krxe. I understand, Mr. DiSalle, that action was taken this 
week to decontrol the price of sugar, with the probable result that the 
price to the consumer will be increased from 1 to 2 cents a pound. 
Is this correct? 

Mr. DiSauiy. I think that someone—I don’t know just who— 
made the statement or made that interpretation. But that is not 
our interpretation, and we do not expect a rise in the price of sugar. 

Mr. Kine. But if it does rise, what will you do? 

Mr. DiSatte. We may at that time have to talk about a rise in the 
price of sugar. 

Mr. Bocas. Sugar is one of the few agricultural commodities that 
is not a basic commodity and is not governed by parity; so I do not 
quite understand your line of questioning. 

Mr. Kiva. I thought you were speaking to Mr. DiSalle. I did not 
hear what you said. 

Mr. Bocas. I was talking about parity. Sugar is not one of the 
commodities subject to the parity provision. So the concept that 
sugar may go up with decontrol is not true. 

Mr. Kina. I did not say it was true. 

According to a statement in the New York Journal of Commerce, 
the reason for freeing sugar from controls is that the Agriculture 
Secretary has a tight rein on this commodity under the Sugar Act of 
1948. Do vou think there seems to be a tight enough rein on sugar for 
the immediate effects of decontrol to mean an increase in the price 
by 1 or 2 cents a pound? 

Mr. DiSautie. As I say, we don’t anticipate that increase. 

Mr. Krva. In other words, they were wrong? 

Mr. DiSauix. The Journal of Commerce? I would never say that 
any paper was wrong. 

Mr. Kine. Do I understand correctly that wages are to be allowed 
to rise by a percentage ranging from 8 to 10 percent or even higher? 

Mr. DiSauiy. All my predic tions are confined to price. 
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Mr. Kine. You do not know, in other words? 

Mr. DiSauuy. I don’t know just what the Wage Board is doing. 

Mr. King. If these elements in the cost of production are allowed 
to rise still further, then will this not mean a further increase in the 
price above the midsummer plateau? 

Mr. DiSauie. 1 am just an average ordinary human being. I 
just have no magic wands or mirrors to do tricks with. If costs keep 
insreasing, prices are croiIng Lo keep inereasinge. We are eoing LO ale 
tempt to keep prices down. But certainly we cannot permit the 
destruction of business and ask them to absorb in an unreasonable 
manner costs within their price structure. We are going to attempt to 
make these examinations, and where we feel that the price rises have 
been unreasonable, we are going to attempt to bring them bac! k into 
line. But if there are legitimate increases in costs as a result of iaxes, 
as a result of increases in Wages, as a result of increases in material 
costs, there is how L\ that we can sav to the average busine ssinan W ho 
is attempting to keep a price line, “¥ ou have to absorb those costs.’ 

Nr. KING. You will neree that we are voine to have to vet along 
without a good many things. We are not going to be able to main- 
tain the level that we have been accustomed to at all, that level to 
which we have been accustomed since the close of the last war. 

Mr. DiSauue. T think that is a rather pessimistic viewpoint to 
take. If our productive capacity increases, as has been predicted, | 
don’t know why a Nation like ours can’t maintain a good standard of 
living. Now, even if doing without would mean doing without the 
ultimate that we could possibly have in increased plenty, that does 
not necessarily mean that we will have to impoverish ourselves or the 
Nation. Of course, a great deal will depend on what the interna- 
tional situation developes. During the last war I do not know of any 
civilian that suffered a great deal as the result of the program that we 
entered into at that time, and we had a great deal more production 
directed toward military effort than we have at the present time. 

I think that we have to broaden our horizons and work, possibly 
harder than we anticipated working; but by working and producing | 
think that we could maintain a very fair standard of living by our 
standards, while still preserving the highest standard of living that 
the world has ever known. 

Mr. Kine. [ am pleased to hear vou say that. If farm income is 
allowed to rise or be maintained, Mr. DiSalle, because of parity, and 
if organized labor is to receive wage Increases equivalent to the cost 
of living, then will these groups feel the same pinch as a good num- 
ber of others that you and | know, representing a treme eee por- 
tion of our population? 

Mr. DiSautite. Well, | suppose what you are asking in that ques- 
tion is if organized Jabor improves their position and the farmer im- 
proves his position, whether the only people that are going to suffer 
will be the people themselves. But | feel that there is no reason why 
all groups can’t share the burdens of a program of this kind just as 
well as we share benefits in normal times. Our program, as far as 
prices are concerned, will be directed toward that end, and if there are 
burdens to be shared they are going to be shared as equally as possible. 

Mr. King. On the other hand, Mr. DiSalle, as the average citizen 
in the street sees it, when the organized men and women and the 
farmers by the edict of the law of the land are assured a cost-of-living 
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income, millions of people with fixed incomes are going to get caught 
in the middle. They have nothing that the Government has given 
them or that vou are able to give them. They are just going to be 
left completely defenseless. All they can do is write back to Wash- 
ington about it. 

That, of course, prompted me to ask this question: Have you had 
any ideas? I know that vou expect that to be a headache. Are there 
any ideas in your mind as to what possibly can be done for people 
with fixed incomes if that squeeze gets to the point where it becomes 
really serious? 

Mr. DiSatue. Up to this point I have given no priority to any 
particular headache. | have attempted to share them equally. 

Mr. King. Would it not be fair if we halted all increases in prices 
and wages and profits effective as of, say, some date in 1950? If 
evervbody were to take a small cut, no one would have to be hurt 
seriously. 

Mr. DiSacce. Well, that isa rather utopian approach to it. [ think 
it would be very good if it could be accomplished. But we live in a 
rather dvnamic economy, and I don’t think, as a practical matter, 
that things operate that way. We are going to, of course, attempt to 
distribute, as we said before, the burdens as equitably as possible. 
But it just doesn’t work that way. Some people pay more than 
others. Our young people will be paying a much higher price than 
those who stay at home and make the relatively small sacrifices. And 
so, certainly we can’t refer to that as an equity In sacrifice. There 
just isn’t any way that we can guarantee anything like that. Some 
people will be hurt a lot, and others not nearly as badly. But it is 
our job to do what we can to keep the inequity to a minimum. 

Mr. King. Under a system of price controls based upon markup, 
would you apply a standard industry -wide to percentage of markup, 
or the markup used by an individual company during some base 
period? 

Mr. DiSauue. Are vou talking about a manufacturers’ regulation, 
or a retail regulation? 

Mr. King. Either one. 

Nr. Disa LE. Well, of course, we have to divide the discussion of 
retail into two parts, retailers handling food and retailers handling 
other commodities. In food we contemplate establishing our own 
markups as a result of whatever experience we have. In the case of 
other than foods, business will use their own markups as of some base 
period which we feel will bring a price comparable to some pre-Korean 
period. In the case of manufacturers, we hope that any regulation 
that will be issued will relate to some pre-Korea base period. 

Mr. Kine. Would not a general application of the markup system 
throughout the national economy require a tremendous number of 
accountants and other capable persons to determine the base on which 
the percentage of markup is to be applied? 

Mr. DiSacce. It all depends on what you mean by a “tremendous 
amount.” 

Mr. King. Does it not entail just a tremendous amount? 

Mr. DiSauce. An attempt on the part of our own organization in 
making these adjustments should be sufficient. No, we don’t feel 
that it will be an impossible administrative job. [T think it can be 
done. Now, the only thing that we have to rely on is the experience 
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that the Office of Price Administration had with their own Regulation 
580. That worked out very well, angl we anticipate that something 
along those lines will work again. 

Mr. Kine. Did not many businessmen refrain from price increases 
in response to the appeals to patriotism, and so forth, while their 
competitors or suppliers increased their prices? Have you had many 
complaints along that line? 

Mr. DiSatie. We have had too many complaints along that line. 
As | said before, on that one little cross section we had about 8 percent 
refrained from making price increases. 

Mr. King. | have had word from my State that virtual windfalls 
have accrued to those who did not comply with the request to think 
of their patriotism or the rest of the country, at the expense of those 
who immediately responded and now are caught in an inequitable 
position. 

Mr. DiSauue. | don’t think there is any question but that some 
people profited from the situation a lot more than others. Possibly 
the tax program might make it possible to bring some of them back, 

Mr. King. Lam going to close, again, Mr. DiSalle, with that con- 
cern that L feel and that | believe every member of this committee 
feels: Most citizens at large have an idea of what is coming. And I 
grant vou that it is difficult. With the producer or farmer being 
protected under the law with virtually the same sort of protection 
afforded the organized worker, the little fellow on a fixed income and 
all earners in the lower brackets, probably representing over a third 
of the population, or at least approaching that, will get a severe han- 
dling if things go as | have reason to believe they may. Are vou 
prepared to move, in the event you see that coming? Or will it get 
to the point where undue suffering will take place before Government 
machinery ean be broadened to that extent? 

Mr. DiSarie. We hope that our program will take hold long before 
suffering takes place. We have been working for a good many hours 
on a program that possib lv was late in getting st: wing’ We will do 
the best job we can with the law as the Congress wrote 

Mr. King. Thanks a lot, Mr. DiSalle, 

Mr. Simpson. Mr. Chairman? 

The Cuarmman. Mr. Simpson. 

Mr. Simpson. Mr. Disalle, inasmuch as the public are going to be 
talking about vou and with you for quite a while to come, I think it 
is probably a pretty good idea that they get to see your picture on 
television and otherwise and talk directly to you. They will have 
a chance to observe your frank approach to these questions, indicative 
to me, as a member of this committee, that vou do see a very serious 
problem, that you are making personal sacrifice, and that while vou 
are optimistic you are not certain as to the outcome. 

[want totalka bit about the effects of the tax bill that the committee 
is now considering on your program. If we pass the proposals as 
made by the President for the $10,000,000,000, will that have any 
effect upon your price program? 

Mr. DiSauue. There isn’t any question about it, as I have told 
Congressman King, that you just can’t add taxes without increasing 
prices. There just isn’t any way of doing it that 1 know of. That 
doesn’t necessarily mean that that isn’t the step to be followed. 
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We have the question of attempting to keep the costs of the con- 
sumer down on cost of living items. Excise taxes on hard goods will 
add a certain amount of price rationing to the price rationing that 
already exists. 

Mr. Sturson. May I interrupt you? Do you mean by that that 
excise taxes would by their own nature automatically be added to the 
current cost of the items? 

Mr. DiSauue. Thatisright. But we feel that once we have adopted 
our tailored regulations and caused the preservation of historic margins 
in business generally there will be no room for absorbing of large 
increases in taxes that necessarily are voing to have to be added. 

Mr. Simpson. Now, with respect to the corporate increases, would 
they, in the sense that the excise would automatically be added, be 
awutomatically added to the cost? 

Mr. Disacue. | have no way of knowing, but I suppose if I were 
in business | would attempt to find some way out, 

Mr. Simpson. Yes. As L understand it, the only way that could 
be done would be through submission to your office in an attempt 
to increase the price. What would you do in that case? 

Mr. Disatce. We would make an investigation and find if there 
Was room in the price structure to absorb. 

Mr. Simpson. Would you make that with respect to the industry, 
or the particular company? 

Mr. DiSauue. | would imagine we would first approach it from an 
industry-wide basis, and then the exceptional or hardship cases. | 
do not suppose you could take even the case of the automobile indus- 
try and apply a general rule to the automobile industry that would be 
fair to all the manufacturers in that industry. Because of differences 
of production techniques, volumes of business, their pricing problems 
are all different. 

Mr. Simpson. Yes. Now, when you are considering that with re- 
spect to a company, are you concerned about their margin of profit? 

Mr. DiSacue. We are not going to be disturbed about profits; with 
the exception that if a man should come in and ask us for a price 
inerease because he says that there is a hardship that has been created, 
if he was making a large profit we wouldn’t necessarily think that he 
was suffering a hardship. But if you are talking about the control 
of profit, even with the margin regulations, if people can increase 
their production as a result of bettered techniques or increased volumes 
of business, we certainly are not going to be disturbed about it. 

Mr. Simpson. Well, consider the industry where the profit is not 
increased but it is being decreased by the amount of the new taxes. 
Would you count that as one of the factors that would lead you to 
increase the price at which they might sell? 

Mr. DiSacce. [ think that you would have to look at the individual 
case to see just what the narrowing of margin might be. 

Mr. Simpson. Now, there are two over-all purposes, as I understand 
t, of the tax bill. One is to raise money, and the other is to take 
care of the money that would lead quickly to inflation. That is my 
understanding of the approach. To the extent that the prices are 
increased, are we not taking from the public the money that otherwise 
would bring more inflation? 

Mr. DiSauue. There isn’t any question about that. But I would 
think that the average good businessman, rather than attempt to 
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increase prices and make a greater amount of excess profit, would 
regulate his program to give the consumer a break. 

Mr. Simpson. Yes. I would too. But I have been assuming the 
company that shows a decrease in profits by reason of the new tax 
bill. Now, in that ease, is that company to absorb it? Or are they 
to be permitted to pass it on to the publie? That should be vour job. 

Mr. DiSauue. Thatisright. I think it depends upon the individual 
concern. Some of them are in a position to absorb. Others are not. 
I don’t think vou ean adopt a general rule. 

Mr. Simpson. If they can absorb, that is what vou would have 
them do first? 

Mr. DiSauue. Absolutely. 

Mr. Simpson. Even though as they absorb it they defeat one of 
the purposes of the new tax bill, which is to take money from the 
public? 

Mr. DiSaLue. As | said before, our price program is not rong to 
be a lenient program. It weuld be rather foolish on our part to spend 
money enforcing a program, or spend time attempting to enforce a 
program, and then permit a lot of loopholes to exist. 

Mr. Simpson. What are some of the other factors that would lead 
to an increase in prices; taxes being one? Wage increases? 

Mr. DiSatie. Wage increases. Material cost increases. 

Mr. Simpson. You do not have within your personal jurisdiction, 
or do you, the question of wage controls? 

Mr. DiSauite. No, we donot. That is under the jurisdiction of the 
Wage Stabilization Board. But through Mr. Johnston, as Adminis- 
trator, we expect to join in whatever policies are made which affect 
the price program. 

Mr. Simpson. Are Government salaries and State salaries and wages 
regulated at all by the Wage Stabilization Board, by Mr. Johnston's 
office? 

Mr. DiSatzie. T wouldn’t know whether the Wage Stabilization 
Board includes them in their order or not. 

Mr. Simpson. City employees? You do not know anything about 
that? 

Mr. DrSatue. T wouldn’t know. 

Mr. Simpson. There are hundreds of thousands of them in the 
country. 

Mr. DiSauye. Millions [ would say. 

Mr. Stmeson. | am interested in the increase which Mr. King 
touched on, of perhaps 5 or 10 percent in the cost of living index 
between the time vou took office and next summer. 

Mr. DrSatue. Not the time I took office. 1 took office on Decem- 
ber 12. It is from January 25 until midsummer. The date of the 
freeze order is January 25. As | say, | am not looking forward to 
that with relish, and we certainly will do everything possible to keep 
it from happening. But L always have felt that the better informed 
the people are on what to expect, the better the chances of success. 
I do not believe in attempting to fool them, because you are only 
fooling vourself when you do. 

Mr. Stupson. I believe Mr. King referred to the white collar group, 
the salary group in the lower brackets. To what organization in 
government will they come to present their case and ask for permis- 
sion to have their pay increased? 
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Mr. DiSatie. Government emplovees? 

Mr. Simpson. No, we are back again to the white collar group. 

Mr. DiSautie. The Wage Stabilization Board. 

Mr. Simpson. Not being organized, they would come in individually 
I assume, and state their case, and that they do not have enough 
money on which to live. That would be the way they would have 
to do it? 

Mr. DiSauie. T just wouldn't know how they would proceed. 

Mr. Simpson. Lam trying to think of some effective way. Because 
practically, and I am sure you realize it, that is the group that prob- 
ably will suffer, if any group suffers, as a result of inflation. It is 
suffering today, too. And | am wondering whether there is any 
Government agency which will give direct attention to their cases, 
and if so, what machinery is set up through which they could present 
their case. 

Mr. DiSauie. I would say it would come within the provinee of 
the Wage Stabilization Board. There are just millions of individual 
applications, and the Board is attempting to process them. 

Mr. Simpson. I know they will make individual applications to 
each one of us as Members of Congress. There is no question about 
that. I know that the groups that are organized in labor organiza- 
tions will through their officers present their cases. I know that 
industry, industry-wide or through the employer, will come to you 
with a request for relief under certain circumstances. But the group 
that | think will suffer most and earliest, as 1 see it, does not have 
any forceful way to get their case to a man who can act, as you can 
act for the benefit of industry. You can, as | understand it, indi- 
vidually give relief to an employer whose business is suffering. 

Mr. Disauie. We expect to be able to under the general freeze. 
We have not made provision for individual adjustments. 

Mr. Simpson. I hope that one of these days vou and I may have a 
chance to talk again. Thank you, sir. 

Mr. DisSauue. LI think I sent a letter at one time welcoming advice 
from Members of Congress. I would be glad to talk to you at any 
time. 

Mr. Kean. Mr. Disalle, vou mentioned controlling cost of living 
items. Are you going to limit your controls to those which might be 
Classified as cost of living items? 

Mr. Disauue. Very definitely not. 

Mr. Kean. I did not think you could, because I remembered 
during World War IL lL happened to be on the Banking and Currency 
Committee, which had responsibility for this work, and I remember 
what happened when they tried to do that. They found that all 
labor and everything went where the big profits were. It did not 
work. 

Mr. DiSauue. That is right. Especially under the act the way it 
is written, wages and prices are so closely related and taxes are so 
closely related that L think it would be almost impossible to attempt 
to do it by individual industry. 

Mr. Kean. I understood that you agree that price control only 
postpones the effects of inflation. It does not at all get at the roots 
of the things that cause inflation. It is only an attempted stopgap. 

Mr. DiSaurx. I believe I said that it was just one part of a program; 
that IT didn’t think price controls in and of themselves could be 
effective. 
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Mr. Kran. We remember when price controls were lifted in 1946 
and that it was because of pent-up inflation pressures that things 
went up so fast. 

Mr. DiSauie. I remember 1946 very well. I was a candidate for 
Congress in that vear. 

Mr. Kean. It has been suggested that we have a retail sales tax. 
Of course, that will be added, naturally, to the cost of goods that 
evervone buys. It has been also suggested by some people that we 
pass a manufacturers’ sales tax. Do you know any wey that the 
percentage mark-up from the manufacturer to the wholesaler to the 
retailer could be held down? I understand that Canada, which 1 
an S-percent manufacturers’ tax today, has worked out some kind of 
a@ system by which they think they have been able to prevent some 
of this pyramiding. You have not looked into that? 

Mr. DiSautie. I have looked into the Canadian svstem of price 
controls during World War IL; and a rather successful svstem it was 
at that time. However, Canada’s problems are not nearly as comple X 
asours. They have not quite as many people to deal with. TL suppose 
we have almost as many people in business as they have in the count ry. 
And naturally, our problems are not parallel. They also had, during 
World War II, a system of cost-of-living increases nation-wide tied to 
a wartime cost-of-living index. I don’t know whether anything like 
that would be practical in this country. But if Canada has found a 
way of keeping its costs from pyramiding, they may be doing it in 
much the same fashion as we are anticipating writing a manufacturers’ 
regulation. We are hoping to keep costs from pyramiding there. 

Mr. Kean. What L referred to with reference to pyramiding is that, 
as vou of course understand, the mark-up is on the tax. And business 
people, chambers of commerce, and manufacturers associations, are 
all advocating a manufacturers’ tax. I have asked them how they 
were going to prevent this pyramiding and the adding to the cost to 
the consumer of a percentage of the tax. They say, “Oh, Canada is 
working it out.” You do not know about that? 

Mr. DiSauixe. I don't know exactly how they are doing it, but I 
think it is practical and can be done. 

Mr. Kean. You think it can be done. 

Mr. DiSauie. Yes. 

Mr. Kean. You think, then, if this committee in its wisdom should 
sav that we should have a manufacturers’ tax rather than some of the 
other taxes that have been suggested vou would be able to prevent 
pyramiding? 

Mr. DiSatix. I don’t know whether we would be able to, but 
certainly an attempt would be made to keep it from pyramiding. 

Mr. Kean. Of course, from the point of view of inflation, some of 
the recommendations made by the administration are not anti- 
inflationary. For instance, as vou have said here in response to 
other questions, an increase in the corporation tax of 7 percent would 
probably add to the cost of living. Now, an income-tax increase of 
four points would be anti-inflationary, from yvour point of view? 

Mr. DrSauie. Well, | would suppose that either an excise tax or an 
income tax or a combination of the two, a balanced program of any 
kind, would be anti-inflationary. It takes money out of circulation. 

Mr. Kean. In the case of a corporation tax increase, would that 
not take money out of circulation? AlLit probably would mean would 
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be that the corporation would have less money to put into increased 
production. Or if they did not have enough money, what they would 
do would be to increase the cost of their goods. 

Mr. Disauue. My experience with corporations is rather limited. 
My father has a small corporation, and he is always losing money. He 
was doing pretty well for about 20 years, but he complains constantly 
about the taxes he has to pay. 

It seems that regardless of what the tax rate is, he always manages 
to provide some way of still doing business and still paying the taxes. 

Mr. Kean. The public may be paying more for his goods. 

Mr. DisSatce. Well, 1 wouldn't be surprised if that might be so. 

Mr. Kean. Thank you. 

The Cuatnman. Mr. Granger? 

Mr. Granger. Mr. Mayor, I am surprised that you have come to 
know so much about this business in such a short ume. 

Mr. Disauce. | surprise myself at times. 

Mr. Grancer. | am certainly pleased with the attitude you take 
toward it, realizing that there are many angles to the price-control 
problem. 

What is the price relationship between December 15 and January 26 
as compared to June 24, 1950? 

Mr. Disauie. | have those right here. From June 1950 to Sep- 
tember 1950 we had a 2.1 increase; and from September of 1950 to 
December of 1950 we had a 2.7 increase; and from December of 1950 
to January 1951, we had an additional three-point increase, 2.9. 

Mr. Granger. And as I understand your testimony, then, the rise 
between December 15 and January 26, when you froze the prices, was 
greater than it was 2 months prior to that? 

Mr. Disauce. We gained a lot of momentum between June and 
January, a momentum that is not going to be halted immediately. It 
is like a snowball. We started out rather small, but as that snowball 
starts rolling downhill it increases in size. That is what has happened 
to prices. Now, I don’t know that we could apply enough heat to 
melt that snowball right away. 

Mr. Grancer. But 1 understand it is your intention not to roll 
back any of these prices that you have frozen. 

Mr. Disance. My intention was not correctly stated if I left that 
impression. ‘That is, it is an incorrect impression. We are going to 
attempt roll-backs wherever we find that the margins have increased 
or where prices have increased unreasonably; but we hope in doing it 
that we don’t punish the innocent along with the guilty. 

Mr. Grancer. Just one more question along the line that Mr. 
Simpson was pursuing. As to this group we call the white-collar 
group you say, ““No, Lam not going to do anything for those people. 
They have to ¢o to their ware stabilizer.”’ Well, surely you have 
heard from them, have vou not, that these prices were fixed too high? 

Mr. Disatue. What makes you say that we are not going to do 
anvthing for them? 

Mr. Grancer. Well, if prices are going to remain as they are, then, 
1 understood you to say, you are not voing to roll them back. But 
you do intend to roll them back? 

Mr. Disatue. Wherever it is possible. 

Mr. Grancer. If something is not done to relieve the cost of living, 
the only possible way the white-collar class would have to get out of 
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their predicament would be to convert their bosses to raise their 
wages, and then the bosses would have to convert the wage stabilizer 
to raise it. Is that right? 

Mr. DiSauue. I would say this: That if we did not take the action 
we took on December 26, and we did not take the actions we con- 
template taking between now and midsummer, the plight of the 
white-collar worker would be much more severe than it will be under 
our program. 

Mr. Grancer. Well, 1 do not doubt that either. But undoubtedly 
that is the class that suffered most in the last war. That has been 
true all over the country, especially in the small communities. In 
places where they only employ one or two employees, they cannot 
pav them any more, and they have no way of getting out of their 
predicament. 

Mr. DiSauue. I would imagine, when vou are talking about the 
white-collar group, vou are talking about the lower-income groups 
generally. There are a great many of them that don’t wear white 
collars. 

Mr. Grancer. I mean the whole class of low-income people. 

That is all, Mr. Chairman. 

The Cuamnman. Mr. Mason? 

Mr. Mason. Mr. Disalle, I have to confess that my opinion of 
you has gone up two or three or four hundred percent today. 

Mr. DiSauue. I would be glad if you would write a letter to my 
wife. 

Mr. Mason. And the reason for that is that my previous impres- 
sion of vou has been gained from reading the newspapers. But my 
impression of vou today has been gained by the way vou have con- 
ducted vourself and seem to have enjoved vourself in the face of this 
battery of questions. And I am really sincere in saving that my 
opinion of you has gone up tremendously today as the result of vour 
standing up under trying circumstances and answering the questions 
In a very satisfactory way. 

Mr. DiSauue. I think possibly then from vour statement I should 
appear before more congressional committees. 

Mr. Mason. I think vou should, sir. And vou would probably sell 
your program a little better. 

I want to ask vou two or three questions that I asked the Secretary 
of the Treasury, because | want to get vour reaction to those questions. 
There are two objectives that we have in this tax program that we are 
considering. One ts, of course, to get the dollars necessary to balance 
the budget, and the second is to do what we can taxwise to check imfla- 
tion. I think vou agree with those two objectives, do you not? 

Mr. DiSauie. That is right. 

Mr. Mason. Now, fhen, there are certain taxes which, by their 
very nature, will produce the dollars for the Treasury and also act as a 
considerable check to inflation, because they put the brake on buying. 
And then there are other taxes that bring in the dollars for the Treas- 
ury that we need, but they will not check inflation, and they may even 
tend to increase inflation. And so our job is, all other things being 
equal, to select those taxes that will have the two objectives in them. 
Is that right? 

Mr. DiSauie. That is right. 
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Mr. Mason. Now, then a dollar collected in taxes from a low- 
income group, we will say below $5,000 income, is a deflationary dol- 
lar, because it takes that dollar out of circulation and lowers the buy- 
ing power of those consumers. But a dollar taken out of the high- 
income-bracket man, $100,000 or above, is not a deflationary dollar. 
Because he would not spend it anyway. He is going to have plenty 
left to spe nd for his needs. That is the dollar that he in all probability 
would invest in industry to increase production. And so that dollar 
that we take from the fellow up at the top is not causing deflation, but 
it is really causing inflation. Would vou agree to that? 

Mr. DiSauce. | would say this: that it is a rather unfortunate cir- 
cumstance in our economy that when the low-income worker, because 
he works extra hours and is working at increased wages because of war- 
time conditions, finally gets to a position where he thinks he might be 
able to alford a refrigerator or a new car or a television set we reach 
into the taxation program and take it away from him, so that he does 
not improve his position in the situation too well. I have always 
favored an ince! tive tvpe of taxation program. | think the more we 
can encourage people to invest in new enterprises, the better off the 
lower-income oneend is going to be and the more opportunity they will 
have for gainful employment. [ think the congressional committee 
or other governmental organization that devises a type of program 
that will bring in the money necessary to operate it and still provide 
incentive should certainly be commended for its wisdom, 

Mr. Mason. [am going to ask a specifie question. ‘The Secretary 
of the Treasury recommended a 4-percent flat increase in individual 
income taxes clear across the board. That would be 4 percent from 
the fellow at the top and 4 percent from the fellow at the bottom, and 
all the way through, in order to get the $4,000,000,000 that the Treasury 
needs. If we should lower the exemption from S600 to $500, a 
2-percent flat increase straight across the board would bring in the 
same amount of money. It would bring in $4,000,000,000. We 
would get the dollars that we need, and we would be taking more away 
in proportion down at the lower end of the tax seale, which would be 
taking dollars away from the consumers who would have to spend 
them; and it would be deflationary down there, because the dollars 
at that end are deflationary, while the dollars up on top would be 
inflationary. I wonder if you would think that instead of the 4 percent 
straight across the board it should be a 2-percent increase, with a 
lowering of the exemption from $600 to 8500? 

Mr. DrSauue. I certainly have not considered the problem to the 
extent of knowing what the wisdom of either approach would be. 
But having five children, I have always been in favor of larger 
exemptions 

Mr. Mason. Now, sir, vou are saving, “Tax the other fellow, but 
do not tax me.” 

Mr. DiSauzie. Well, | am very human in my approaches. 

Mr. Mason. Now, a general sales tax is a check on purchases. I 
want to buy a refrigerator, we will sav. | have $200 to buy it. But 
if I have to put in $250 because of a $50 tax, I will say, “Well, I will 
not buy it.’ So you prevent me from buying it. So a sales tax 
really is a very deflationary tax, is it not? 

Mr. DiSauie. Well, are you talking about a general sales tax, or 
an excise tax? 
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Mr. Mason. A general sales tax. 

Mr. DiSauxie. | think you have to distinguish between the two. I 
think a general sales tax applied to all items, including cost-of-living 
items, would tend to be more unfair than an excise tax, where you 
have picked the items, and where there was some freedom on the part 
of the individual as to whether he was willing to pay the addi- 
tional money. 

Mr. Mason. Oh, I agree there. I agree that a general sales tax 
affecting everything is much more unfair than a particular excise tax 
on certain luxuries and things. But I do say that the dollar obtained 
from a general sales tax is a deflationary dollar in its effect upon check- 
ing the purchase of scarce goods. Is that right? 

Mr. DiSauie. Well, I just would hope that we don’t attempt to 
deflate at the expense of people being able to buy the things that they 
should have. 

Mr. Mason. Tam afraid, sir, before we get through, if we are going 
to balance the budget, people are going to be prevented from buying 
the things they think they need to live. 

Mr. DiSauyie. That may very well be; things that they think they 
need. 

Mr. Mason. Thank vou, sir. You are a good man for the job. I 
wouldn't have it for any price. 

Mr. DiSauie. That is one consolation. I have had no one schem- 
ing to get my job. 

Mr. Mason. Well, that is something that Congressmen cannot say. 

The Cuarrman. Mr. Eberharter? 

Mr. Eneruarrer. I agree with the general preposition that you 
have made a very fine presentation here today, Mr. Disalle. 

You remember the slogan many vears ago that if we are to con- 
script men we ought to conscript dollars and we ought to conscript 
business? 

Mr. DiSauuie. 1 not only heard it many years ago, but I have also 
heard it much more recently. 

Mr. Ereruarrer. You have heard that recently? I thought 
perhaps that campaign had died out a little bit lately. But you do 
not think it has? 

Mr. DiSauie. Those campaigns never die. 

Mr. Erernartrer. | see. Well, is it your opinion, Mr. DiSalle, 
that a stiff tax program, strong and well balanced but a stiff tax pro- 
gram, in combination with a strong stabilization program, will have 
a tendency to take the profits out of the war? 

Mr. DiSauue. The question is one that answers itself so well that 
I feel almost futile in saying ‘Yes.’ 

Mr. Esernarrer. There is no doubt of that in your mind? 

Mr. DiSauue. There isn’t any doubt of that in my mind. 

Mr. Esernartrer. That is an added incentive, then, for passing a 
strong tax program, and as being an added preventative of war. 

Mr. DiSauue. I have never felt that there was any justification for 
business or an individual improving his position because of the war, 

Mr. Enernartrer. Thank vou very much. 

The Cuatrrman. Mr. Martin? 

Mr. Manrrix. Mr. DiSalle, do vou have any estimate of length of 
time vou expect the price controls to be in effect? 
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Mr. DiSauue. In effect? No. I have no way of being able to 
judge that. There are so many unknown factors. We have no way 
of knowing whether the international situation will become better or 
worse. But I feel that a program of this kind, any program of this 
kind, certainly has to be geared to incentive. And incentive would 
not be geared to a continuation of controls but shooting towards the 
time when decontrol would be possible. I certainly have no great 
ambition to make a career of being Price Administrator. 

Mr. Martin. You are in accord with the view expressed by Erie 
Johnston that a relatively short number of vears is the desired objec- 
tive? 

Mr. DiSautie. The shorter the better. 

Mr. Marrix. You are in the process of fixing prices right now. We 
are making a study of a new tax schedule. I believe vou are going to 
be in full operation long before we get a tax program perfected. 

Mr. DiSatue. The longer it takes to get a tax program effected, 
the more difficult it is going to be for our office to get a price program. 

Mr. Marrin. Along the lines of vour colloquy with Mr, Simpson, 
your view is that a tax that is increased by action of Congress will be 
considered by vou in connection with vour action on prices. “That ts, 
vou are not trying to freeze prices now in such a way as to keep them 
absolutely frozen regardless of what we do with taxes. 

Mr. DiSaute. That would be an impossible situation. We had 
the same thing with the anthracite coal miners. There was an 
industry that had a 5-cent-a-ton margin in December. How could 
we expect them to absorb the total cost of the wage increase? It just 
would have been an impossible situation. The same thing may arise 
in industries and businesses as a result of the tax program. 

Mr. Marrixn. Then one of your objectives is to avoid killing 
incentive? 

Mr. DiSauyie. Certainly there would be no use having a program 
if we were going to kill incentive with it. 

Mr. Martin. Have vou tackled the job vet of fixing prices of 
strategic and critical materials? 

Mr. DiSauie. All materials were covered in the general freeze 
except those that were specifically excepted by law. Shortly after 
our freeze order, we issued a regulation exempting equipment strictly 
of a military nature. 

Mr. Martin. Exempting it? 

Mr. DiSauue. Yes. 

Mr. Manrrix. That exempts in effect all the strategie and critical 
materials? 

Mr, DiSauie. No, not all the materials; but equipment. 

Mr. Martin. Wherever you find that you can fix the price without 
damage to the military program, vou still intend to fix it? 

Mr. DiSautie. We certainly do. ‘That is one of the problems that 
we are facing right at the moment, because the military has been 
overzealous about exemptions on various items. And, of course, 
as to those items, we will have to let them out from under the ceiling 
in order to let their program go forward. We will have to give them 
some relief. But there will be considerable differences of opinion on 
what those items might be. 

Mr. Marrixn. Have vou run into situations in which any effort 
on your part to fix a price on one of the materials would probably 


take us out of the market internationally? 
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Mr. DiSatie. Well, there are many of those situations before us, 
Wool is one. 

Mr. Martin. That is one of the best illustrations now? 

Mr. DiSauie. That is right. 

Mr. Martin. And the same thing would apply to rubber, but there 
is not quite as tough a situation there. There are many others. 

Mr. DiSatue. There are probably 15 or 20 pressing items at the 
moment. There is some work being done by an interagency committee, 
with Economie Stabilization, State, and ECA working on that 
particular problem. 

Mir. Martix. That is a matter on which T would look to your 
department, because our whole preparedness program may hang in 
the balance on a wrong decision. 

Now, eettine down to the agricultural field, my attention has been 
called today by some sovbean oil processors from lowa, Mir. DiSalle, 
to a situation wherein the price that has been rolled back on sovbean 
oil about 1 cent per pound from 21% cents where it stood 2 or 3 weeks 
ago is having terrific impact on one type of sovbean processor, the 
expeller type, and not such a heavy impact on the other type, the 
extractor type. Now, it is a pretty well-known fact that about 60 
percent of our soybean oil production is by the extractor method, and 
about 40 percent by the expeller method. And the rollback, as I 
understand it, is having a real effect and is a serious threat to the 40 
percent who use the expeller type of production of sovbean oil. They 
have been in conference on the matter, and as T understood from them 
today about the only advice they got was to go out and try to buy 
the sovbeans a little under the new ceiling placed on sovbeans. That, 
is just asking them to do an impossible thing. The market about 2 
or 3 weeks ago stood at $3, and the ceiling was raised Monday of 
this week to $3.22 or in that region. The price of sovbeans jumped 
up immediately to the ceiling price. The rollback of the price of 
soybean oil has left these processors in a nuteracker. And my question 
is: When you find a given processing operation so hard hit by vour 
price fixing as to threaten their continued existence, vou in your 
organization would backtrack a bit, wouldn’t vou, on the ceilings? 

Mr. DiSatite. We lay no claim to perfection on any of these 
regulations that are issued. And for every specific regulation issued, 
there is always a provision for adjustment in the ease of inequities. 

Mr. Marri. I think the farmers and these soybean oil processors 
need some help from some one other than the Food and Restaurant 
Division if IT know what is transpiring there. 1 think they need a 
friend in court a little closer to their problem to keep them in existence. 
Otherwise you may find vourself minus about 40 percent of the soy- 
bean oil production, and these processors will be forced out of business. 
Their need for help is very real in order to keep the supply rolling. 
This matter has just been brought to my attention this afternoon, 
and T wanted to bring it to vour attention, because I do not believe 
they got the right consideration or advice. IT do not want to stand 
idly by here and see any system imposed that will knock out a source 
of considerable supply of any essential such as soybean oil. 

Mr. DiSatite. We will be glad to look into it and see what the 
problem is. 

The Cuatrman. Mr. Byrnes? 
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Mr. Byrnes. Mr. DiSalle, it is my understanding that at the present 
time relief from hardship is only granted on an industry basis. There 
is no provision for individual treatment. 

Mr. DiSatur. Under the general freeze order that is correct. 

Mr. Byrnes. How soon do you anticipate that provision will be 
made whereby you ean handle individual cases? 

Mr. DiSauue. Well, as we issue the tailored regulations, each one 
of those contains a provision for individual adjustment. 

Mr. Byrnes. I do not understand what you refer to by “the 
tailored regulations.” 

Mr. DiSiune. A specific regulation dealing with a segment. For 
example, the retailer regulation deals with retailers, and that will 
contain a provision for specific adjustment. Or a manufacturers’ 
regulation will contain a provision dealing with the fats and oils. 
And fats and oils contains a provision of that kind. 

Mr. Byrnes. Have vou as vet issued any tailored regulations? 

Mr. DiSauce. Yes, we have, on hides, automobiles, fats and oils, 
and a couple of others that just escape me at the moment. 

Mr. Byrxes. During vour discussion with Mr. King, vou referred 
to an area where about 92 percent of the industry did net respond to 
the voluntary requests, and only about 8 percent were good boys. 
And in that 8 percent vou indicated that often you had some real 
individual hardship cases, where the whole industry does not have a 
hardship case because 92 percent of the industry in that case took 
advantage of the situation. I was wondering how soon you might 
expect that the regulations would at least provide for your consider- 
ation of the individual case. 

Mr. DiSauce. I think it is just a matter of weeks. 

Mr. Byrnes. In connection with the imposition of excise or 
selective sales taxes, at what level do vou think it is most advisable 
to impose those taxes? At the manufacturer, or at the retail level? 

Mr. DiSauue. IT wish I could give you an answer to that, but I 
just have not had any time to think about tt. 

Mr. Byrxes. Take particularly the areas which the President has 
sugvested as areas for increased excise taxes, passenger automobiles, 
refrigerators, television sets, radios, phonographs, electric, gas, and 
oil appliances, and other consumer durables. Do you believe that 
it would be more effective in accomplishing your stabilization pur- 
poses if they were imposed at the retail level or at the manufacturers’ 
level, or does it make any difference to vou? 

Mr. DiSauie. | would imagine from the question “where to impose” 
that it must be considered from an administrative standpoint more 
than anything else. I would imagine that the eventual result would 
be to have the consumer pay it regardless of what level vou impose 
it at. 

Mr. Byrnes. I understand who is going to pay it. T ean see that 
pretty clearly. What I am speaking of is basically administrative. 

Mr. DiSauue. That is right. 

Mr. Byrnes. From your standpoint, it would be administrative. 
From your standpoint in administering the tax regulations and 
avoiding complications in that picture. 

Mr. DiSavcie. Offhand, and relying more on instinet than oppor- 
tunitv to reason it out, T would say it would be better from our 
standpoint at the manufacturers’ level. 
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Mr. Byrnes. At the manufacturers’ level. I am wondering if you 
could think out loud and tell me why you take the manufacturers’ 
instead of the retailers’ level. 

Mr. DiSaure. First of all, we would have fewer people to deal 
with. Our control program would be much more effective at the 
manufacturers’ level than it will be at the retail level. 

Mr. Byrnes. You are imposing ceilings, as I understand it, at the 
retail level. 

Mr. DiSautue. We are going to impose them at all levels. 

Mr. Byrnes. Right. 

Mr. DiSauve. In the case of price adjustments, it would be much 
better from our standpoint dealing with, say, 500,000 manufacturers, 
than 1,700,000 retailers. 

Mr. Byrnes. If you make an adjustment with vour manufacturers, 
as a result of a manufacturers’ excise tax, are you not necessarily 
going to have to follow that item, then, through the wholesaler, and 
the distributor, and down through the retailer, in providing price 
adjustments to take care of the increase in the tax at the manu- 
facturers’ level? 

Mr. DiSauuie. I think it would be simpler from our standpoint to 
follow it through from the manufacturers’ level. 

Mr. Byrnes. Follow it right down through, rather than just 
taking it at the last source, by authorizing the adding of the tax to 
the general retail price? 

Mr. DiSatie. Maybe there might also be the rather human com- 
pulsion on the part of a large manufacturer keeping rather complete 
records, as to wanting to take a chance on trying to get away with 
something. 

Mr. Byrnes. Well, here we are dealing with a specific percentage 
of price, though. Take, for instance, the matter of automobiles, 
The Treasury proposal is to impose a 20 percent manufacturers’ 
excise. And I am wondering how, in your price stabilization program, 
you would treat that increase when it comes down to the wholesaler 
level, and then also down to the retailer level, when vou put it on at 
the manufacturers’ level. Do you see what I am driving at? 

Mr. DrSauue. Sure. I can see what you are driving at. But 
from the standpoint of our own program, the fewer people that we 
have to deal with on questions of price adjustment, the better our 
program is going to function. 

Mr. Byrnes. That is what it seems to me. If vou impose the tax 
at the manufacturers’ level, you are going to have to deal not only 
with the manufacturers but also with the distributors and also with 
the retailer. Because that price is certainly going to be increased 
right down to the consumer level. 

Mr. DiSauie. Yes, but we will have immediately the foundation 
for any increase of cost at the retail level. We will know almost 
immediately what the cost increase will be on the automobile at the 
manufacturers’ level. Now, of course, as to the automobiles, there is 
a fixed retail price in most cases. I would like to give that a little more 
thought and if possible give you a written report on what effect it 
would have on the program. 

Mr. Byrnes. I think that is one of the problems that the committee 
is going to have to face in imposing excise taxes, which are really just 
selective sales taxes: The question of what levels they should be im- 
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posed at in order to create the least administrative difficulties, not only 
from the standpoint of tax collection but also from the standpoint of 
the administration of price controls. 

Mr. DiSatie. We will give the committee a report on that, a 
written report—one page on one side. 

Mr. Byrnes. Thank you very much. 

The Cuatrman. Mr. Disalle, just a question or two, for informa- 
tion. Mr. Eric Johnston testified this ow and he is Adminis- 
trator of the Economic Stabilization Agency. You are testifying 
now as Director of the Office of Price Stabilization. Now, just what 
is the relationship between the Administrator and the Director? 

Mr. DiSavue. I would say that Mr. Johnston in answering that 
question would say that the Economic Stabilization Administration 
would have quite a bit to do with the price program, since he bas 
supervis ion and direction of the program, and although the authority 
for price has been delegated to our office we would feel that we would 
not take any major action in the field without previous consultation 
with the Administrator, and going into its possible effect on general 
economic stabilization. 

The Cuarrman. What coordination is there between the two 
agencies? 

Mr. DiSatie. There is a direct relationship. Under the 1950 
act the President was delegated the authority to create an economic 
stabilization program. The act further says that the program shall 
be conducted by an independent agency; and the President, undet 
Executive Order 10161, set up that independent agency as the Eco. 
nomic Stabilization Agency. Mr. Johnston, as Administrator of the 
economic stabilization program, in turn has delegated the price fune- 
tions of the program to the Office of Price Stabilization, of which Lam 
the Director. 

The Cuatrrman. Your agency, then, is a part of the Economic 
Stablization Agency? 

Mr. DiSauve. It is very definitely a part of the agency; very 
definitely. 

The Cuairnman. If there were a difference of opinion between the 
two agencies here, Economic Stabilization and Price Stabilization, 
which agency would control? 

Mr. Disauce. Well, as a matter of practical realism, I would suppose 
that vou would consider my function as being employed by Mr. Johns- 
ton for the purpose of conducting the price program. 

The CuarrMan. You are his director and he is your administrator; 
is that it? 

Mr. DiSauie. That is right. He might even become my executor 
some day. 

The CHarrMan. In answering Mr. Granger’s question, I believe 
you said that, in certain cases where possible, you would roll back the 
prices where they were pinching. L believe you said you would roll 
back prices where they are pinching the people in the white collar 
classes or others with fixed incomes who find themselves embarrassed 
by not being able to live on their incomes. What progress have you 
made, and what hopes do you have of being able to do it? 

Mr. DiSauxe. I think I would rather have you judge what progress 
we will make by the results obtained in the program in the matter 
of a few months. 
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The Cuarrman. Well, we will take your word for it, if vou are not 
overly modest. Suppose you undertake to roll back the prices to the 
consumer, the white collar consumer. I am just asking for the pro- 
cedure. Then the retailer might say that vou could not roll back his 
prices until vou roll back the price of labor. Then vou would be told 
that vou could not roll back his price until vou rolled back the price 
that the manufacturer, the producer, had to pay for the raw materials. 
So how would you work that out? You would be at once confronted 
by the party whose price vou attempted to roll back, saving, ‘You 
have to roll back ahead of me, because the prices are fixed on the 
things I buy.” You should not roll back my price unless you roll 
back the prices of the things that go into my production.”” Do you 
think you will have any difficulty there? 

Mr. DiSauie. We are going to have difficulty no matter what we 
will do. 

The Cuatrman. Then do vou think you can surmount this diffi- 
cultv? Do vou think vou can make some headway? 

Mr. DiSauve. That is right. It is our very sincere hope, and more 
than hope it is an incentive of our program, that we may effect that 
tvpe of adjustment. 

The Cuatrman. If there are no further questions, I thank vou for 
your appearance and the help vou have given the committee. 

Mr. DiSatye. I don’t think I ought to make this so entertaining. 
I have been here 2 hours. 

I appreciate the courtesies shown by the committee, and T know 
you appreciate the difficulties we have in every part of this program. 
We are going to do everything we can to do this job with a minimum 
of mistakes, but I can assure you that dealing with the number of 
programs we have to deal with and facing the complexities we have 
to face | am almost sure that we may make a couple of mistakes be- 
fore we get through. 

The Cuatreman. I hope that vour difficulties will not be great. 
Perhaps vou can sympathize with us, anyway. 

Mr. DiSatue. As I say, there is only one job tougher than my job, 
and that is being a Member of Congress. 

The Cuatrman. Thank vou very much. 

The committee will, whenever the room is clear, go into executive 
session. 

The hearing will be adjourned until 10 o'clock tomorrow morning. 

(Whereupon, at 4 p. m., the committee adjourned, to reconvene 
Thursday, February 15, 1951, at 10 a. m.) 
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THURSDAY, FEBRUARY 15, 1951 


House oF REPRESENTATIVES, 
ComMirteEe ON Ways Aanp MEANs, 
Washington, DC. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Robert L. Doughton (chairman) presiding. 

The Cuarrman. The committee will be in order. 

The chairman is informed that by mutual consent or agreement 
Mr. W. F. Stanley, vice president of the Southwestern Public Service 
Co. of Dallas, Tex., will testify first, and Mr. Paul D. Seghers will go 
on the calendar to testify second. Is Mr. Stanley present? 

Mr. Stanley, would you please give your name and address and the 
capacity in which you appear to the stenographer for the record? 


STATEMENT OF W. F. STANLEY, VICE PRESIDENT, SOUTHWESTERN 
PUBLIC SERVICE CO., DALLAS, TEX. 


Mr. Srantey. Lam W. F. Stanley, vice president of Southwestern 
Public Service Co. of Dallas, Tex. 

The CuatrmMan. Have you a prepared statement? 

Mr. Sranuey. Yes, sir. 

The Cuatrreman. About how much time will you need, Mr. Stanley? 

Mr. Sranitey. About 15 minutes. 

The CHarmman, You may proceed, sir. 

Mr. Srantey. | had the privilege of appearing before vour com- 
mittee on November 20 in connection with the excess-profits-tax 
hearings, at which time I explained in my testimony the business 
conducted by my company. However, for the record of this hearing, 
perhaps I should repeat my previous testimony by stating that my 
company is an electric utility, furnishing electric energy to a region 
about as large as the combined area of the States of Pennsylvania 
and Rhode Island. This area includes the Texas Panhandle, the 
Oklahoma Panhandle, the section known as the South Plains of Texas 
and the Pecos River Vallev in New Mexico. Our company is rela- 
tively small—its assets just recently having passed the hundred- 
million-dollar mark, but since World War IL it has been growing at a 
rate which is probably as high as that of any major electric utility 
in the country. 

Let me say at this point--and I believe that here I speak for most 
of the electric utility industry—I feel that the treatment of the electric 
utilities and other regulated utilities in the excess-profits-tax law was 
fair and reasonable, but despite the fair treatment accorded in the 
excess-profits tax, the electric utility industry, and particularly the 
most rapidly expanding portion of this industry—of which latter group 
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my company forms a part—is still confronted with the problem of 
raising substantial amounts of equity capital to finance expansion 
necessary in the defense effort and the continuance of adequate service 
to the civilian economy. This problem has been accented by the 
recent increases in tax rates and the problem will be greatly increased 
if the rax rate is moved upward. 

Like other industry and business, the electric utility industry is 
now attempting to absorb the impact of the increase in normal and 
surtax rates from 38 percent to 47 percent but, unlike most other in- 
dustries, it has not obtained suflicient relief through higher prices and 
greater profit margins. Increased business, due in part to the de- 
fense effort, has afforded some measure of relief from the tax increases 
made to date, but the relief so obtained has been small compared with 
the benefit most industrial corporations have recently derived from 
increased business and earnings. This is readily evidenced by two 
facts: first, that while net income on electric utilities in recent months 
has been almost static compared to the vear previous, industrial earn- 
ings have risen substantially as compared to the prior vear, despite 
increased taxes. Furthermore, while industrial stocks are selling in 
the market at the highest average prices in many years, the average 
market value of common stocks of electric utilities is still considerably 
below the pre-Korean level. 

The electric industry is still faced with the problem of expansion— 
expansion at a rate which is the highest in its history and which is 
considerably higher than most industries. As to Southwestern Public. 
Service Co. and a large number of other electric utilities, the rate of 
this expansion will continue to be so high that a large portion of the 
new capital must be obtained from sale of common stock to the public. 
In this respect this portion of the electric industry differs profoundly 
from industry in general where expansion can ordinarily be financed 
out of retained earnings. 

In the 11 months ended November 30, 1950, regulated industries 
sold about 61 percent of all new money equity capital raised by all 
American corporations, although utilities received only a relatively 
small share of total corporate taxable income. 

According to estimates of the Edison Electric Institute, the electric 
utility industry alone must spend $7,000,000,000 for further expansion 
in the next 3 vears and this estimate will no doubt be increased by 
additional demands for the defense effort. This estimate indicates 
that about $600,000,000 will have to be raised by the industry in 
each of the next 3 years through sale of equity securities to the public. 
The electric utility industry is also unique as to the proportion of its 
earnings paid out in dividends. In 1950 American corporations 
probably paid out a little over 50 percent of their earnings in dividends, 
but under the impact of the recent tax increases, the average pay-out 
of the electric utility industry has now risen to nearly 80 percent. 
This dividend pay-out has been essential in order to raise new equity 
capital at reasonable rates because common stocks of electric utilities 
have for some vears been selling in the market primarily on a yield 
basis, that is, the market price is related to the dividends paid rather 
than to the per-share earnings. 

I feel that I cannot emphasize too strongly the importance of the 
relationship between the dividend pay-out and the raising of new 
equity capital needed for expansion. ‘To date, electric utilities have 
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been able to continue to raise equity capital in the market at a fairly 
reasonable cost. This has been due primarily to the fact that the 
dividend yield is still attractive to investors, but if the unpact of tax 
increases caused reductions in these rates, or even the fear of reduced 
dividends in the minds of the investing public, the market for utility 
equities would be seriously affected, and it would be extremely 
difficult, if not impossible, to raise the new equity capital required at 
a reasonable cost. 

As already stated, the average common-stock pay-out for the 
electric utility industry is probably approaching 80 percent of earnings 
under the impaet of present tax rates, but as to companies representing 
nearly 30 percent of the industry, that is, the most rapidly growing 
companies, of which Southwestern Public Service Co. is one, this 
indicated pay-out averaged nearly 85 percent under the pre-Korean 
tax rate of 38 percent. With no increases in earnings, the indicated 
pay-out for these rapidly expanding companies would be ne arly LOO 
percent at the 47-percent rate and would considerably exceed 100 
percent at a 55-percent level. 

It is reasonable to assume that earnings of these expanding com- 
panies will show some increase which would | partially offset the impact 
of the increased tax, but with a 10-percent increase in earnings-—about 
as much as can reasonably be expected—-the common-stock dividend 
pay-out for this portion of the industry would be over 90 percent at 
the 47-percent rate and around 100 percent with a 55-percent rate. 

Despite the generally recognized stability of electric utility earnings, 
it is obvious that dividend pay-outs in excess of 90 percent of earn- 
ings are likely to engender fear in the minds of stockholders and the 
investing public as to whether these rates can be continued, and fear 
of dividend reductions could create conditions in the equity markets 
which would make it impossible for many utilities to continue their 
expansion programs. Needless to say, any interruption of this expan- 
sion would adversely affect the defense effort as well as the orderly 
functioning of civilian economy. Therefore, it seems imperative that 
relief be given to these rapidly expanding electric utility companies 
so that they may continue to perform their important function of 
meeting increased demands for electric service, a commodit y so essen- 
tial to our economic system. 

Many industrial companies have recently been able to increase 
their dividends but the problem of the utilities is to maintain dividends 
at present levels. The Treasury has participated in the benefits of 
the high percentage of dividends paid by utilities and would share with 
the stockholders in the loss occasioned through dividend reductions 
by way of reduced taxes from stockholders receiving the dividends. 

The impact of increased taxes may be offset partially for some 
utility companies by increases in rates for their services. However, 
I respectfully wish to urge that to reply solely upon rate increases to 
mitigate the impact of increased taxes on the electric utility industry 
is to gamble seriously with the expansion program. In individual 
cases there can be no assurance that rate increases will be forthcoming 
or that, if eventually obtained, they may not be long delayed. At 
best there may well be a protracted hiatus during which the investing 
public will be without assurance that it ean rely upon a continuance 
of present dividends. The existence of such conditions even for a very 
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short period could undermine confidence in utility equities to a point 
where the necessary equity financing could not be accomplished. 

Under the circumstances, I respectfully request that your committee 
give serious consideration to specific relief provisions designed to miti- 
gate the impact of additional Federal income taxes upon the electric 
utility industry, and particularly upon the most rapidly growing por- 
tion thereof. 

Specifically, | suggest for vour consideration a greater degree of de- 
ductibility for dividends paid on preferred stocks of regulated utilities. 
These dividends are generally recognized as being fixed charges on 
earnings. Provision for deduction of a portion of these dividends is 
contained in section 26 (h) of the Revenue Act as amended in Septem- 
ber 1950. Hlowever, the present law limits the deduction to dividends 
on preferred stock of regulated utilities outstanding at October 1, 
1942. Lam informed that this date was originally inserted in the law 
to prevent corporations from taking undue advantage of this section 
by recapitalization. It is obvious that this date has now entirely out- 
lived its usefulness. From October 1, 1942, to January 1, 1951, the 
electric utilities have increased their outstanding preferred stock prob- 
ably by over 50 percent. These new issues of preferred stock were 
sold to raise new money used principally for construction of new 
facilities. ‘There would seem no reason why dividends paid on the 
new money so raised should not be deducted for tax purposes to the 
same extent as dividends on preferred stock issued prior to October 1, 
1942. 

i therefore suggest that section 26 (h) be amended to change the 
effective date in the definition of preferred stock of utilities to January 
1, 1951, with the further provision that dividends on preferred stock 
issued after that date would also be deductible provided that the 
burden of proof in the case of such subsequent issues of preferred stock 
would be upon the issuing corporation to show that the new stock was 
issued for purposes of expansion or to refund funded debt or preferred 
stock previously issued. 

I next respectfully urge that the present limitation on the deducti- 
bility of preferred-stock dividends of utilities to 31 percent thereof— 
now contained in section 26 (h)—be amended so that the preferred- 
stock dividends deductible, both for normal and surtax purposes, 
would be an amount thereof equal to the excess of the total dividends 
paid by a regulated utility in any taxable yvear—beginning in 1951 
on both its preferred stock and common stock, over SO percent of the 
taxable income of such utility. This proposal would afford relief 
to utilities most in need of it, namely, utilities which are most rapidly 
expanding and which presently have the highest dividend pay-out, 
and where the impact of additional taxes would most greatly endanger 
the continuance of dividends at present levels. By limiting the 
deductibility of preferred-stock dividends in the manner suggested, 
loss of revenues to the Treasury would be reduced to a minimum. 
The granting of this credit would promote the continuance of present 
dividends with respect to these expanding utility companies and would 
thus afford additional revenues to the Treasury through the taxes 
received from recipients of the dividends, which taxes would not be 
collectible if the dividends were reduced. 

Under the suggested amendments to section 26 (h) the regulated 
utilities would be entitled to deduct for normal and surtax purposes 
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a minimum of 31 percent and a maximum of 100 percent of dividends 
paid on preferred stock outstanding at January 1, 1951, the exact 
amount to be so deductible, within such minimum and maximum, by 
any particular utility to depend upon the excess of total dividends 
paid on preferred and common stocks over 80 percent of the taxable 
income. 

Appropriate amendments could be made to section 26 to adjust 
the dividend credits of corporate holders of utility preferred stocks 
in order to reflect the proposed amendments to section 26 (h). Such 
adjustments would result in the collection of additional taxes by the 
Treasury. 

A multiplicity of applications for rate increases by regulated utilities 
in order to offset the impact of higher taxes would consume consider- 
able time and effort on the part of both the management of the 
utilities and the regulatory authorities which could better be devoted 
to more constructive purposes. The granting of the relief proposed 
might well eliminate the nec essity in many cases for rate increases. 
If a partial mitigation of the increased tax burden could be obtained 
through this suggested relief, many electric utilities might abstain 
from application for rate increases. ‘Thus consumers of utility services 
would be benefited, dividends could be maintained at present levels, 
and equity financing of expansion would continue on a sound and 
orderly basis and the time of responsible officials of the utilities 
otherwise consumed in endeavoring to obtain rate increases could be 
applied to the more constructive matters of plant expansion and 
operating economies. 

Finally and most important to our defense effort and to the civilian 
economy, utility expansion could continue and thus assure that all 
demands for eleetrie service would be met. 

1 would like, if I may, to bring out one other point which I did not 
have time to inelude in my prepared testimony. A dollar of taxable 
income of industrial corporations is subject to 47 percent tax, leaving 
53 percent available for dividends. Assuming that the average 
pay-out of all corporations in the United States is now about 50 per- 
cent, this would be 26! cents of the taxable income dollar. 

On the basis of the rates effective for 1951, the average tax to the 
recipients of the dividends would probably be about 3S‘: percent, or 
about 10 cents of the taxable corporate dollar, So the Treasury would 
receive a total of 57 percent of the corporate taxable dollar, 47 percent 
through the corporation and 10 percent more in taxes on the dividend. 

In cases of electric utilities, however, the average pay-out, under 
the 47-percent rate, is probably now around 80 percent. So a dollar 
of taxable income of the utilities after the 47 percent tax would leave 
the same 53 cents, but the tax on the dividends would amount to over 
16 cents, making the total tax 63 percent, or 63 cents of the taxable 
income dollar, 47 percent from the utility and 16 percent from taxes 
on the dividends. ‘Thus the Treasury will collect 6 cents, or 6 percent 
more, in aggregate tax collections, from each taxable income dollar of 
the electric utilities than it will from the American corporations’ 
income generally. 

So in addition to their need for relief because of expense and the 
need for equity financing, it would seem that the present high dividend 
pay-out policy which the utilities desire to follow is presently giving 
the ‘Treasury a distinct advantage in the case of the high pay-out 





384 REVENUE REVISION OF 1951 


companies, perhaps a 7 percent differential. And in a sense that is 
almost equivalent to, or it is as if, from a collection standpoint, the 
rate of tax on the utilities were today 53 percent instead of 40 percent. 

Mr. Cooper (presiding), Does that complete your statement? 

Mr. Sranuey. Yes, sir. 

Mr. Kean. I have some questions. 

Mr. Cooper. Mr. Kean. 

Mr. Kean. I never did see the justification for this deduction on the 
preferred stock of utilities. It was passed before I was on the com- 
mittee. It gives a special benefit to those companies who happen to 
sell prefe rred stock rather than those companies who have kept com- 
mon stock. What is the justification for that? 

Mr. Sranuey. | think, Mr. Kean, that the companies that sell 
solely common stock are relatively in the minority today. 1 think 
that the average utility does have a proportion of preferred stock 
varying anywhere from 10 to 20 percent of its capitalization, with 
some variance. And the point is that the deductibility of preferred 
stock is, | think, a sound and conservative factor in this way: that the 
present tendency is to go to the debt as against preferred stock, be- 
cause the debt is deductible and the preferred isn’t. But the pre- 
ferred has today reached the point where it is considered, while not 
legally, as we note, actually and practically a fixed charge on the 
earnings. I mean it is considered by these institutions on that basis, 
and it is well covered by the earnings in most cases. I mean, no one 
argues that there is any danger as to preferred stock dividends. That 
is not the problem. So that to put a premium on issuing the debt, | 
think the SEC would agree, has always been a bad feature, and corpo- 
rations will to an extent follow the benefit of the tax deductions. In 
this way, by treating preferred stock as a fixed charge, which I think 
it really is, as has been recognized in the law for now nine years— 
but with this date in there it is restricted to such an extent as to no 
longer serve any useful purpose. 

Mr. Kean. Well, any company that has no preferred stock is at a 
disadvantage under this. Now, for instance, we have a water com- 
pany, a big water company in New Jersey called the Hackensack 
Water Co. That has a large debt and a large amount of common 
stock. 

Mr. Stantey. I happen to know a little about that. I happen to 
know Mr. Libey, who used to be connected with that in some way. 

Mr. Kean. Yes, | know Mr. Libey. Now, they would be at a dis- 
advantage compared to the companies that had preferred stock. They 
used to have some preferred stock, 1 believe. 

Mr. Srantey. Isn’t that like saying that a company that had all 
common stock would be at a disadvantage against a company that 
had a bonded debt? I mean, if you assume that the thing was a 
utility with nothing but common stock, that would be a disadvantage. 
But generally speaking, the electric utility capitalization, the SEC 
standard formula of the so-called El Paso case, was 50 percent debt, 
50 percent preferred, and 25 percent common, as a minimum, for 
common. Naturally, they haven’t followed that altogether, but they 
have followed it within a reasonable relationship. 

Mr. Kean. Now you suggest deducting a portion of the dividends 
on the common stoc k, when the company has been rather extravagant 
in the amount of dividends that they have paid out. 
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Mr. Stantey. Well, I was trving to point out that the extrava- 
gance has certainly been helpful to the Treasury, and to that extent 
the Treasury is a partner, and if these dividends are reduced the 
Treasury as a partner is going to suffer a loss along with the stock- 
holders. But much more than that, we may have a complete chaos 
of the utility equity market, which I think is much more important 
from the standpoint of the expansion rate of money. 

Mr. Kean. It seems to me that your suggestion is to try to make 
exceptions because the 55-percent rate is really too high. 

Mr. Sranuey. [ am not suggesting any different rate. 

Mr. Kean. No, but you suggested that we have a 55 percent rate, 
and then that the utilities get a special benefit. 

Mr. Sranzey. I don’t say the utilities have a 55 or 53 percent rate, 
but I say the Government is collecting the equivalent of 53 cents of the 
taxable dollar because of the high dividend policies from the utilities, 
where they are only collecting 47 percent in the same relationship 
otherwise. In other words, the Government is interested in dividend 
pay-out. 

Mr. Kean. But the less conservative companies, those that have 
paid out 80 or 90 percent of their dividends, under this policy would 
have an advantage over the more conservative companies that had 
only paid about 60 percent. 

Mr. Srantey. They need it, because they are the expanding ones. 
I mean, I am trying to approach this thing from the standpoint of 
expansion, that expansion is the thing that is necessary for the 
country, for the defense effort, and all that sort of thing; not just a 
question of so much earnings of utilities. Expansion, I think, is 
important. The point is that the more conservative companies are 
not today expanding. They are the big city companies. They are 
not expanding anything like the rate of more far-flung companies such 
as our own. We have the problem of raising capital. We have all 
found that in raising capital the investor is attracted mainly by the 
dividend rate. If we don’t pay the higher dividends, we sell less stock 
and we can’t expand. We have followed that practice, and it has 
been successful. We could continue to follow it if the tax impact 
doesn't prevent it. 

Mr. Kean. Thank vou. 

The CuatrmMan. Thank you, Mr. Stanley. 

Mr. Stanuey. Thank vou, Mr. Chairman. 

The Cuarrman. Mr. Paul D. Seghers, chairman, legislative com- 
mittee, Federal Tax Forum, is the next witness. 

Mr. Seghers, please give your name and address and the capacity 
in which you appear to the stenographer for the benefit of the record. 


STATEMENT OF PAUL D. SEGHERS, CERTIFIED PUBLIC 
ACCOUNTANT, NEW YORK CITY, APPEARING AS CHAIRMAN, 
LEGISLATIVE COMMITTEE, FEDERAL TAX FORUM 


Mr. Secuers. My name is Paul D. Seghers, certified public account- 
ant of New York City. I am here as the chairman of the legislative 
committee of the Federal Tax Forum. 

The Cuarrman. About how much time will you need, Mr. Seghers? 

Mr. Secuers. I would like about 20 minutes. 

The CuatrmMan. We shall be glad to grant you that. Go ahead. 
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Mr. Secuers. The Federal Tax Forum is a group of professional 
men, lawyers, certified public accountants, and others, who are 
engaged in tax practice, publicly and privately employed. We are 
relatively few in number, but the men in that group have a great deal 
to do with very large amounts of income and capital; so that although 
our number is only about 200, they are men who devote their lives 
to this and feel that they have a right to appear and to give their 
views on so much of this revenue-raising measure as comes within the 
proper scope of their qualifications. 

We are here under a condition that we should speak about how to 
raise additional revenue, and we have accepted the opportunity to be 
here and live up to that requirement. We don’t attempt to express 
opinions on matters that are political or economic. We are not 
economists. We are men who do know the practical problems of 
raising taxes in such a way as to do as little harm to business as 
possible. 

Before going into the details of our recommendations, it might be 
helpful to express briefly how we see the present situation. In the 
first place, the Government will have to have more revenue, even after 
cutting out all wasteful and unnecessary spending. 

A great deal of this tax revenue will have to be taken from corpora- 
tions, because it is easier for the Government to get the money from 
the people that way than to take it from them directly. 

In the third place, to the extent that it is inevitable that this burden 
will be put on corporations, our objective is to be spread the increased 
load of taxes in such a manner as to do as little harm as possible to 
productive industry and commerce. The way to do this is to adjust 
the burden to the ability to bear it, 

Mr. Reep. Pardon me just a minute. Just where are vou reading, 
here? 

Mr. Secuers. I did not intend to read directly to you, because I 
feel that is an imposition on the committee. 

Mr. Rerep. No; it is not. Because we want to follow you. I do 
not want to interfere with the way vou present it, but you have a 
paper before us here, and we would be glad to follow you closely if vou 
will follow the paper. 

Mr. Secguers. From here on I will stick to it. 

Mr. Reep. Where are you starting now?) With “Basic reeom- 
mendations’? 

Mr. Seauers. Yes. | was just trving to give a thumbnail sketch 
of our viewpoint, why we are here and what we are trying to say. 

Mr. Reep. Let us know when vou start in, and where, if you will, 
please, because we do want to follow vou. 

Mr. Secguers. Thank vou. 

I was about to pick up from page 1, there, where T say that equality 
of sacrifice and justice and fairness in distributing the burden of tax- 
ation constitute important obiectives in themselves. We are here 
with the practical objective of how to spread the load of taxation so 
as to cause the least harm to the productive industry of our country. 

Our basic recommendations start with the view that increased 
excess-profits tax, rather than imposing a flat increase in the income- 
tax rate, is better. 

We believe that that will take a larger proportion of increased 
income due to war spending, and with less harm to business, than a 
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flat increase in the normal rate. A flat increase will take just as much 
from the company that is harmed by the war, that is making less 
income, as a company that is making three or four or five times as 
much as what is considered its normal income. So that is why we 
favor raising the amount that has to be raised through a graduated 
excess-profits rate, which I will come to in a moment. 

We recognize that no perfect means can be devised for determining 
the amount to be considered as normal earnings, for the purpose of 
an excess-profits tax. Now, despite these flaws we do believe that 
an excess-profits tax does, in most instances, take a larger portion of 
the corporate income that is fairly attributable to wartime conditions 
than is taken from the income of a corporation whose business has 
shown no substantial improvement during the war period. Renego- 
tiation will not correct that evil. Lam injecting that point, there; 
it was omitted from the prepared statement. Renegotiation will not 
reach the movie house or the dry-goods store or many other businesses 
that will profit greatly by the war. 

We believe that an excess-profits tax that takes the cream off the 
top will cause less interference with the continuance of normal oper- 
ations of business than if a larger proportion of all income, regardless 
of whether higher or lower than in prior years, were taken by an 
increased flat rate of income tax. 

The heart of our proposal is the next point. Excess-profits tax 
rates should be graduated on the basis of the ratio of the corporation’s 
taxable income in the war year to the amount of its normal earnings. 
A corporation that has earnings in a war vear equal to, say, three times 
its normal rate of earnings should pay a higher rate of tax on a portion 
of the excess above normal than one having, say, only one and a half 
times its normal earnings. It would be difficult to dispute the justice 
of this conclusion. It is only a question of how that should be carried 
out. It seems that this would point the way to a fair method of 
obtaining increased excess profits tax revenues from those corpora- 
tions benefiting most from the war and best able to bear the burden; 
while at the same time causing the least interference with normal 
operations. 

We do not wish to express an opinion as to the rates of tax that 
should be imposed. ‘That is within the function of the committee or 
others who feel themselves qualified to talk about national finances. 
And we don’t urge this particular scale of graduation. We give this 
example to illustrate what we have in mind by graduated excess- 
profits tax rates. 

There are four brackets there discussed. First, a corporation having 
an excess profits net income of not more than one and one-half times 
its excess profits credit would pay 30 percent on the excess over the 
credit. Second, if the income were not more than twice its credit, 
the corporation would pay 30 percent on an amount equal to half 
of its credit and 35 percent on the remainder of the excess over its 
credit. If we were to say that its normal credit was $100,000, and it 
made $180,000, that would mean $80,000 more than its normal earn- 
ings. It would then pay 30 percent on $50,000, half of its credit, and 
it would pay 35 percent on the next $30,000. Third, if the income 
were not more than two and one-half times the credit, and there we 
are getting up to a corporation that is earning two and a half times 
normal, the corporation would pay 30 percent on the first bracket, 
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35 percent on the next bracket, and 40 percent on the remainder of 
the excess over its credit. Similarly, income in the fourth bracket, 
between two and a half and three times the amount of the credit, 
would be taxed at 45 percent. Finally, all income in excess of three 
times the credit would be subject to 50 percent excess-profits tax. 

It is, of course, apparent that graduated excess-profits tax rates, 
reaching as high as 50 percent, cannot be imposed on top of the present 
aggregate income and surtax rate of 47, or 49 percent where correct 
reporting of real net income requires the filing of a consolidated return. 

Our recommendation that graduated excess-profits tax rates be 
imposed is, therefore, contingent upon a cut-back in normal and sur- 
tax rates to an aggregate of not more than, say 40 percent. We are 
not saying exactly how much, but 47 or 49 percent in connection 
with a 50 percent top bracket would be too high. 

Furthermore, in making this suggestion, we must stress the need 
for fairness and equality in determining the amount of the credit, 
which becomes absolutely vital when you reach such high rates. Such 
an increase in excess-profits tax rates, without provisions that would 
assure adequate relief for every case of crushing hardship, could cause 
far more damage to business and loss of production than the temporary 
increase in tax revenue would be worth to the Government. 

Mr. Reep. Mr. Seghers, I can see that you have made a very 
profound study of this subject, but I am just wondering if you take 
into consideration the administrative difficulties? 

Mr. Secuers. Why, I see no administrative difficulties in this. 
This is one of the simplest provisions that you would have in your 
excess-profits tax return. This is not difficult. You have to compute 
a credit in every case. You have to know the amount of taxable 
income. You have to know the amount of credit. This would be 
simply a rate bracket schedule, far simpler than the individual surtax 
bracket schedules. 

The Cuatrman. The amount of credit, though, is somewhat 
flexible, under your plan? 

Mr. Secuers. Well, no. The rate schedule that | suggest assumes 
that a credit is determined. No tax can be computed today, no 
excess-profits tax, until a credit has been computed and selected. 
The present law affords many different ways of computing that credit, 
but you cannot show a tax on the face of a tax return until you have 
computed some amount of credit. Now, once you have computed the 
amount of that credit, you can apply this rate scale with complete 
simplicity. There is no problem there. There is no discretion. It is 
just a multiplication table. And that rate scale does not involve any 
flexibility of amount of credit. It is merely a scale of rates. The 
larger the proportion of the wartime income to the normal income, 
the higher the rate of tax in the top brackets. 

Mr. Reep. I want to ask one other question. 

Mr. Secuers. Yes, sir. 

Mr. Reep. I see you are the chairman of the legislative committee 
of the Federal Tax Forum. 

Mr. Secuers. Yes. We have slightly less than 200 members. I 
might say that when we have our annual Federal tax night we get 
many high officials of the Treasury Department to attend and our 
attendance is usually over 400. 
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Mr. Reep. By the way, were your 200 people unanimous in this 
report? 

Mr. Secuers. I wish that I could say that we have been able to get 
their unanimous opinion. I will say this: That the substance of these 
recommendations has been brought to their attention through a num- 
ber of mailings. We did not get actual questionnaires, but they were 
invited repeatedly to send any suggestions or criticisms. We run ona 
very democratic basis, and we go as far as we possibly can in getting 
the actual opinion of the men. Now, our committee is large. I 
think we have 15 or 16 members on our committee. And everyone 
of them knows of the recommendations. 

Mr. Reep. I was not questioning it. I thought, though, if they 
were unanimous it would carry a great deal of weight. 

Mr. Secuers. We are unanimous to the extent that anyone who 
has any contrary opinion has been given every opportunity to express 
it. There are a few, and I[ can fairly say that I don’t think they 
represent 5 percent, who would rather see the entire load raised by 
flat tax rates. Now, I am not expressing that minority view here, 
because it is very distinetly in the minority. 

Mr. Reep. You would say about 5 percent? 

Mr. Secuers. About 5 percent, I would judge. 

Mr. Reep. They would prefer the flat rate? 

Mr. Secuers. A flat rate throughout. They would rather not 
have any excess-profits tax. And their views were expressed back 
when the question of the excess-profits tax was first before your com- 
mittee, and at that time all of those who wanted us to fight for a flat 
rate made themselves known, and they were in the minority. 

The next is almost a technical recommendation, but it is one in the 
interest of justice, and we would like to see justice. In many cases 
where the present income method of computing the excess-profits tax 
rate is used, 85 percent of the average of the three best vears out of 
four will give the corporation a higher credit than it would get if it 
used the actual average for the 4-year base period. It was intended 
tohelp them. But vou take the case of a corporation that maintained 
practically uniform earnings throughout the base period. The present 
method will result in taking as excess profits tax 15 percent of its 
norma! earnings. With the very much higher excess profits tax rates 
that we will have, it will be essential to correct this inequity. That 
can be done very simply by providing for an alternative computation 
of average base period income, whereby the actual average for the 
four base-period vears will be used in the computation of excess profits, 
instead of 85 percent of the so-called average. 

I say “so called,” because in most cases what is called the average 
under the present law is much higher than the actual average for the 
4 years. It is intended to be that. But the fellow who happens to 
have a normal flat rate of income is being penalized in comparison 
with another corporation that has exactly the same amount, but it has 
fluctuated up and down over the years. I don’t think a great many 
corporations will be affected by that, but in fairness I have heard 
complaints from members of situations where they feel that a taxpayer 
that has had just the same normal rate year after vear should not be 
subjected to excess-profits tax on what is not excessive. But in view 
of the present inflation of money, he is really earning less. 
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Now I come to point 4, which is the elimination of the present lottery 
method of assigning so-called normal industry rates of returr and the 
need for the substitution of some more logical and equitable method. 
It is perfectly obvious that the base-period rates of income return on 
total assets, deemed to be normal for every corporation classified 
under each of the so-called 64 industry captions for the purpose of 
computing relief, will afford excessive relief to some of the corpora- 
tions classified under almost every one of these captions and inadequate 
relief to others under the same caption. This is necessarily so because 
of the great differences in the character and earning capacity in rela- 
tion to total assets of the various kinds of business grouped under 
almost every one of the 64 categories. 

Statistical and economic studies now under way will demonstrate 
that such a result is inevitable, as is apparent from a consideration of 
the nature of businesses that must come under such captions as I 
have listed here. 

Mr. Reep. Would vou mind another interruption? 

Mr. Secuers. Yes, sir? 

Mr. Reep. I am going to plead ignorance, here. Will you explain 
what vou mean, here, by “the 64 industry categories?” 

Mr. Secuers. Yes, sir. The law itself provides that in affording 
relief in any one of the cases where certain rigid specifications are met, 
and a corporation’s actual income in its base period is considered in- 
adequate, then there is substituted an amount computed by reference 
to a rate of return on the assets of the business. Now, that is good 
or bad depending upon whether that rate to be applied is a logical 
normal one. Instead of attemtping to find out what is a fair rate by 
reference to the situation of the particular taxpayer, it is forced into 
some | of 64 boxes, 64 captions. And if it is thrown in that box, it gets 
the same rate of theoretical normal return on its total assets as every 
other corporation that is forced into that particular box. 

Now, | have given below here in the next paragraph the name of 
some of these boxes. These relief provisions are in effect simply 
alternative rate computations, because there is no discretion involved, 
and there is no determination based upon an equitable considering of 
an over-all view of just what happens to this particular taxpayer. 
He is shunted into certain boxes. 

Mr. Reep. There are 64 so-called relief boxes, and if a corporation 
falls in a particular box it gets that relief? Is that it? 

Mr. Seauers. No, there are only five or six kinds of relief. But 
having qualified for relief, having met certain tests, this is the situa- 
tion. Here is a corporation. How are vou going to give it relief? 
The minute that is determined, the amount of relief is computed by 
applying to the total assets of the business the rate that applies to the 
particular box vou are putting it in. If vou put it into wholesale 
trade, you will allow that taxpayer the same rate of return regardless 
of what kind of trade the corpuration is in. It may be in a trade 
where it is normal to earn 5 or 10 percent on its total assets, or it may 
be in a trade where it is normal to earn 30 percent or even 40 percent, 
because it has very small assets and it is purely a trading business. — | 
gave that as the simplest example. 

Take the next example; manufacturing, food, and kindred products. 
A beef company will show a very small return on its total assets, if 
my recollection is right. A bottling concern may show an extremely 





REVENUE REVISION OF 1951 391 


high rate of return on its total assets. And its total assets are going 
to be merely a matter of accident, not of fact, because the total assets 
are going to depend on whether it vears ago was able to get a very 
favorable franchise and has a small intangible or had to go in and buy 
someone else out and has a large investment. 

The next block there is printing, publishing, and allied industries. 
Obviously a great printing plant that is domg work, let’s sav, for 
railroads, turning out carloads of printing work for a few big buyers, 
close buyers, is going to make a much smaller rate of return on its 
total assets than a publishing concern that perhaps doesn’t own any- 
thing but a desk and a typewriter. I don’t mean that, because it 
wouldn’t be making a lot. But it doesn’t own any physical printing 
equipment. It has its printing dene by others. Its rate of return 
may be very high on its invested capital. 

Take a classification such as primary metal industries and fabricated 
metal products, except ordnance, machinery, and transportation 
equipment. This latter category would include steel mills, and ap- 
parently the manufacture of such articles as steel penpoints, safety 
razors, zippers, and then oil-well metal pipe and enormous storage 
tanks and everything else. It is all thrown into one box. And a fair 
rate of return on the total assets used in one kind of business, classified 
under one of these categories, is likely to be much too high, with a 
too low rate of return for others in the same category. 

The statisties from which these rates of vield derive, which are 
taken from corporate tax returns as filed, are bound to be far from 
accurate, especially as to total assets, and vary ereatly as to the 
relative degree of accuracy of the various categories. Remember, 
we are not working with statistics that purport to deal with correct 
figures. We are only dealing with returns as they happen to be filed, 
and with figures that had no significance whatever over the vears in 
determining the amount of tax. 

Now all of a sudden we are making a vardstick of taxes. But there 
has been no auditing of these figures. There are certain industries 
where the difference between the tax basis of the assets and the book 
basis of the assets is simply fantastic. 

Furthermore, every corporation must fall into one of these boxes. 
Now, we can all think of multiple corporations—corporations that 
are e ‘ngaged i in multiple industries —and this single rate can’t take that 
into consideration. 

Now, finally we have many corrections that we could suggest, but 
frankly we have not vet been able to evolve any substitute upon 
which we could agree as greatly superior to the existing method. 
That is a matter of time and study, and it is a difficult problem, but 
we do say that improvement is needed in that field. We raise our 
voice here, and we think others will raise their voices, and we hope 
that some among them, economists, can come up with something 
better, and we hope that we ourselves can evolve something, but we 
do not have it to this time. 

Mr. Reep. What vou have up to this time is a theoretical approach? 

Mr. Secuers. We see the faults. We see the need for a number of 
corrections. But it isn’t enough to say, ‘This is bad,” pe ‘riod. We 
haven't evolved a complete substitute. Therefore we can’t come in 
here and lay down a substitute which is complete in itself, such as we 
do lay down as to the plan of taxation, the graduation rates. 
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Fifth, the pose for equitable relief in extreme hardship cases 
is also a vital principle. We thoroughly approve of the principle of 
“automatic” relief provisions so far as it is possible for them to take 
the place of principles dependent upon administrative discretion. 

We think they will do a good job and will cut down the number of 
cases and greatly cut down the number of administrative problems. 
But we think that these automatic provisions will prove reasonably 
satisfactory in determining eligibility; that is, what corporations are 
qualified to obtain relief. 

When it comes to determining the amount of relief, if any, to which 
the applicant is entitled, the present provisions will undoubtedly be 
found very unsatisfactory. In many deserving hardship cases the 
corporation will be able to determine only that it will get no relief, 
whereas it might have had a chance under the former section 722 or 
section 721. 

Now, this is our philosophy, and I think this is the true philosophy 
of the need for excess-profits-tax relief. The only justification is not 
to reduce the tax burden on a particular corporation merely because 
it is heavy. That, in itself, doesn’t justify relief. But it is because 
the excess-profits tax in that particular case puts the corporation at 
an unfair competitive disadvantage in relation to its competitors by 
taxing as excess profits a portion of its net income that should be con- 
sidered as normal and would be treated as normal if not for some 
abnormal condition affecting the determination of its excess-profits 
credit. Every such deserving hardship case cannot be taken care of 
by specific statutory provisions, no matter how elaborate and complete 
they may be. You just can’t foresee every one of these cases. There 
should be and there must be, if real harm to productive industry and 
commerce is to be avoided, some provision for equitable relief in 
such cases. 

We therefore recommend for that purpose a very broadly worded 
provision for relief in any case where the amount of the excess profits 
credit determined under the other provisions of the act is a clearly 
inadequate standard of the corporation’s normal earnings. Claims 
for such relief should be acted upon and the amount, if any, of relief 
allowable determined by a Board of Tax Relief established for that 
special purpose, entirely independent of the Treasury. We have 
asked that ever since we had difficulty with section 722, and your 
committee was about to do something about it when the Treasury 
persuaded the committee to leave it in their hands, and the Excess 
Profits Tax Council would be set up. It has been set up, and it has 
fallen flat on its face. 

The proceedings of such a Board of Tax Relief and the effect of its 
findings should be entirely distinct from all others relating to the de- 
termination of the amount of the corporation’s liability for excess- 
profits tax, except that, to the extent that the result is a decrease in 
the liability otherwise determined, the corporation would be given an 
immediate refund or tax credit, at its option. What I mean is that 
this is not a relief which would be computed on the face of the return. 
It would be a discretionary relief. It would have to be put in the 
hands of a board of men big enough and able enough to use discretion. 
You would have to have some limitation, perhaps a percentage limita- 
tion, to minimize the number of cases that the Board would have to 
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consider, and you would have to give the Board wide discretion in the 
disposition of such claims. 

Sixth—and as to this the members insisted on including this recom- 
mendation for a sales tax —we believe that rather than increase cor- 
porate tax rates to the point where incentive is frustrated and wasteful 
spending is encouraged, the additional revenue required should be 
raised by means of a sales tax. If appropriate exemptions are allowed 
for food and services, we believe the most retrogressive features of the 
sales tax and the administrative difficulties in connection with it will 
be minimized. 

Mr. Reep. You say if appropriate exemptions are allowed. But 
that usually cuts down the revenue quite considerably; does it not? 

Mr. Secuers. It does. And if I were to enter into a discussion of 
this point I would be getting out of our proper field. In other words, 
we do not pretend to be economists. We have to use some of the 
principles of economics in our work, But we like to stick to the thing 
on which we have a right to speak. 

Mr. Reep. Of course, on this subject there are political implications, 

Mr. Secuers. Right. 

Mr. Reep. Because the pressure for greater exemptions pours in on 
Congress every time they try to put through any such tax, 

Mr. Secuers. That is right. And we can only speak here as citi- 
zens and as consumers and as taxpayers, and you have many others 
who appear in that capacity. So I just feel that we express our view 
as a group, and we think that when it comes to the question of a sales 
tax, we don’t even discuss whether it should be at the manufacturers’ 
level or the retailers’ level. We simply say vou are going to have to 
raise a lot of money. We recognize that. You are going to have to 
take a lot of it from corporations. We recognize that. And we sug- 
gest how you should take it. 

Mr. Jenkins. Your recommendation, then, would be to substitute 
a sales tax for an increase in corporate tax? 

Mr, Secuers. I am not saying vou should substitute. 

Mr. Jenkins. That is vour language. 

Mr. Secuers. We believe in being realistic. We say don’t kill 
the corporations; don’t put too much more on them. 

Mr. Jenkins. That is why I said you would favor a sales tax to a 
further increase in corporate taxes. 

Mr. Secuers. | would rather see part of the income raised through 
a sales tax. I think vou are going to have to take more from cor- 
porations. Whether we like it or not, it is just so. We can’t deny 
the fact. You are going to have to take more from corporations. 

Mr. Jenkins. You do not state what proportion. 

Mr. SeGuers. No. That is one of the things that your staff can 
assist you on in deciding how much can be raised by this plan. 

These are our basic recommendations. We ask leave to file with 
the committee for its consideration a supplemental statement present- 
ing certain recommendations for changes that we believe desirable or 
essential for efficient operation. 

The CuarrMan. Very well. 

(The statement referred to, when received, will be placed in the 
committee files.) 

Mr. Secuers. If [ may add just a brief word on a few of those 
recommendations: These get over into the technical field, but I 
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would like to bring them to your consideration this morning, in case 
you have a question. This will be very brief. 

We favor restoration of relief such as was afforded by section 721 of 
the World War II act. That section has had the heart ripped out of 
it in the new law. The normal rate of profit on sales should be either 
allowed as an alternative or substituted for the present rate of return 
on total assets. The statistics will be much more accurate, and they 
will be more appropriate, provided there is a proper segregation of 
industries, a much greater subdivision, than the existing 64 boxes. 
Sixty-four is just not enough to cover the various types of industries 
which differ greatly in their rates of return both on total assets and on 
total sales. 

We favor, and we have said it for years, the elimination of the 2 
percent penalty on the filing of returns to show actual income in the 
case of affiliated corporations. They are good victims, but it is a very 
unfair penalty provision, where no penalty should apply. 

| remember the history of consolidated returns. The Treasury put 
in consolidated returns and forced the filing of consolidated returns 
for 2 vears before the law permitted it, and the Treasury then got 
retroactive appreval. And finally, finding that the largest corpora- 
tions filed consolidated returns, it was decided to slap a 2 pereent 
penalty on that privilege. If you don’t file a consolidated return in 
the large group, by some having income and some losses, vou pay a 
top rate of tax on losses. And corporations are forced to file consoli- 
dated returns under those conditions, and they shouldn't be penalized 
this 2 percent. 

Finally, and this is important in wartime, very important, experi- 
mental and research expenses should have a very definite treatment 
prescribed in the statute. Today a corporation may choose whether 
to currently deduct or capitalize advertising expenses. That is fine. 
We should have a privilege either to deduct currentiy or to capitalize 
experimental and research expenses, and if they are capitalized we 
should be able to write them off currently. Now, that is of great 
importance to development. What has been accomplished through 
research and experimentation, maintaining research departments, has 
helped the whole economy of this COURIPY, has strengthened the pro- 
ductive industry of this country. What we ask there ts a simple thing, 
and it is no more than fairness. What we ask doesn’t mean anything 
today or tomorrow to 90 percent of the corporations, because they 
are getting fair treatment, but if a corporation happens to be picked 
on in that respeet, it is just unable to turn to and find any help in law 
or regulations or decisions. 

We say let’s crystallize in the law what is allowed in practice today 
But no corporation can be sure that when it spends money for research 
it is going to be able to deduct that dollar. Nine out of ten will get 
the deductions. But the tenth is the fellow who is worrying about it. 
They are a little hesitant to spend the money. This would encourage 
spending money for research. 

Mr. Bocas. Mr. Chairman? 

The Cuateman. Mr. Boggs. 

Mr. Boaas. Mr. Seghers, I think you have made a very good state 
ment. Boiling it down, vour position, as I understand it, is No. 1, 
that the Government needs additional revenue at that time. Let us 


agree on that. 
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Mr. Secuers. Yes, we recognize that fact. 

Mr. Boaes. And you have recommended that rather than any 
increase in the corporate tax there be an increase on a graduated basis 
in the excess-profits tax. Is that right? 

Mr. Secuers. That is right; rather than the present normal and 
surtax rates, which aggregate 47 or 49 percent, we recommend that 
you cut those flat rates back, which apply to everything over $25,000, 
cut them back to, say, 40 percent, with a higher excess-profits tax. 

Mr. Boces. Have you given any thought to how much additional 
revenue your proposal might produce? 

Mr. Secuers. That is a study which would take considerable time, 
and which vour technical staff could accomplish very much more 
quickly than LT could and much more reliably. T have given considera- 
tion to the relative load, and it seems to me that even on the rates 
that are suggested the load is pretty well adjusted to the ability to 
bear it. LT think, if | may express an opinion without having made a 
statistical study, that this would raise a lot of additional revenue. 

Mr. Bogas. Now, last fall when certain representatives of business 
came in and said that they were opposed to an excess-profits tax in 
any form, did your group agree with that position? 

Mr. Secuers. First of all, we appeared at that time before Mr. 
Stam of vour technical staff, and we had an hour there, and we made 
many suggestions which are reflected in the present excess-profits tax, 
Many of our members opposed an excess-profits tax. Of those who 
opposed it—they were in the minority—-some frankly opposed it on 
the grounds that they did represent their particular industries. They 
didn’t like it. From a technical standpoint, we are not here —we are 
trving to be citizens, here. We are trying to be citizens first, and we 
are trving to be competent people in the field of corporate taxation 
in the second place. We are not here to represent industry. 

Mr. Boges. In other words, vour group deals with these problems 
of taxation every day. ‘That is vour business. 

Mr. Secuers. Every day and half the night. 

Mr. Boees. And you feel that an eee tax, particularly in 
time of war or time of national emergency, Is 2 fair and equitable way 
to greatly increase your revenues 

Mr. Secuers. It is a necessary evil, and it is more equitable than a 
flat rate, because it will skim the most cream off the top. The better 
designed it is, the more accurately it will separate the cream, which is 
due entirely to wartime, from the normal income. But the acts we 
operated under in the Second World War, and the present act, are 
fairenough. If vou are going to raise that much taxes, they are a lot 
fairer than the flat rate. 

You will remember we did not make an appearance this fall. The 
reason is that we were torn between the popular outery of business 
against an excess-profits tax and our own convictions as to what was 
the fairest and best thing for the country. And my impression-——and 
a good many of us so felt in July and August—that business was not 
opposed to the excess-profits tax, the vast majority. But the drums 
were beating, and finally the business representatives came out strong, 
and it was unanimous. Well, who dared to come out and say he 
wanted an excess-profits tax? I didn’t have nerve enough to come 
down here and say so. 

Mr. Boges. That is all, Mr. Chairman. 


T9120 --51—pt. 1 26 
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Mr. Reep. Mr. Seghers, this is true, is it not: that no matter how 
carefully they administer an excess-profits tax it does in many cases 
dip into the normal profits? 

Mr. Secuers. It does. If relief is properly administered it should 
not dip seriously into normal profits. 

Mr. Reep. But it does, does it not? 

Mr. Secuers. There are cases. Nothing can be perfect. And 
that is why we ask for this special board of relief. 

Mr. Reev. Does 15 percent dip into it? 

Mr. Secuers. Let me put it this way: that there are a great many 
more cases where income escapes the excess-profits tax, that are 
abnormal. 

Mr. Reep. That does not answer my question. 

Mr. SeGurers. No. You asked me how many. It is difficult for 
me to say how many. The only cases | know of where they have 
dipped into the normal taxes are where we have done to the Excess 
Profits Tax Council, and we have not gotten relief, where we find 
that the tax is dipping into the normal. 

Mr. Reep. You have not obtained very much relief under 722, 
have you? 

Mr. Secuers. No, because they have not lived up to what Congress 
said it wanted, intelligent and sympathetic administration. When 
the Excess Profits Tax Council was set up, it was set up as an inde- 
pendent body within the Treasury. Now, that is a contradiction in 
terms. You can’t have an independent body inside the Treasury. 
It isn’t going to be independent when it is under it. 

Mr. Keep. Thank you very much. You have made a fine state- 
ment, sir. 

Mr. SeGuers. Thank vou. 

The CuatrrmMan. Mr. Mills? 

Mr. Muiuus. Let me ask a question, sir, about your graduated 
excess-profits-tax proposal. 

On page 3 of your statement, you set forth the five brackets. Now, 
as | understand, the first bracket merely provides for existing rates. 

Mr. Secuers. Existing rates on the income, between the amount 
of normal income and one and one-half times normal income. 

Mr. Minus. But that rate is 30 percent. 

Mr. Secuers. Yes. 

Mr. Mitus. Which is the existing excess-profits-tax rate. 

Mr. Secuers. Yes. We took these as illustrative. 1 think your 
staff, after making computations of what revenue would be raised, 
might have some suggestions and modifications. 

Mr. Minus. Then in the second bracket the corporation would pay 
on the first 100 percent increase over credit the existing rate and 5 per- 
cent more than the existing rate on the other. Is that right? 

Mr. Seauers. That is true. 

Mr. Mixius. And in the third bracket, and so on up, the effect of 
your proposal is to increase, in the second bracket, over the existing 
rate, on the entire amount, about 2's percent, and in the third bracket, 
about 5 percent? 

Mr. Secuers. That is about the way it goes. 

Mr. Miuus. And the fourth bracket is income between two and a 
half and three times the amount of the credit on which the rate increase 
would be 15 percent more. 
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Mr. SeGuers. You have computed it and it seems to be correct. 

Mr. Mitus. Then in the fifth bracket you go up 20 percent. Now 
that recommendation, coupled with your third suggestion on page 4, 
that we provide for the actual average of the entire base period as an 
alternative to a percentage of the 3-year average, 85 percent of the 
3-vear average, would be in the alternative, would it not? 

Mr. Secuers. Yes, sir. {n many cases corporations would prefer 
the S5 pereent. 

Mr. Mitus. That is true, but where it is to their advantage to 
figure it on the basis of the entire 4 years they would do so? 

Mr. SeGuers. That is correct. 

Mr. Mitus. You would permit that as the alternative? 

Mr. SeGuers. Yes. 

Mr. Mirus. Then the question occurs in my mind, Mr. Seghers, if 
actually there would not be a reduction in 1950 in the amount of 
revenue received from corporations under your proposal. 

Mr. Secuers. | cannot answer whether that would be true or not, 
I do not think that would be true. I think they would have greatly 
inflated profits. 

Mr. Minus. IT mean 1950, you understand. 

Mr. Secuers. I was thinking of 1951. 

I would suggest, to begin with, since this would be a radical change, 
that it go into effect for 1951. We are not suggesting a retroactive 
change. 

Mr. Mitus. You would not, however, suggest to this committee at 
this particular moment to take such action as might lead to a reduction 
in the amount of taxes which are already contemplated to be paid by 
corporations under existing tax laws? 

Mr. Secuers. No, definitely not. That is why I keep stressing 
these are tentative rates. If the forecast of the productivity of this 
scheme, a plan of graduated taxation, would show a smaller corporate 
tax than the rates, the bracket should be changed. We are not recom- 
mending that the corporation should pay less taxes. We recognize 
the corporations should pay more. We only say, work out a plan that 
would take more of the cream off the top. 

Mr. Mitus. Have vou thought, Mr. Seghers, in terms of further 
reduction in the credit base? 

Mr. Secuers. The only thought I have given to it is that it is not 
fair: it is not a desirable method to use. You see, if you reduce the 
credit, it is simply just another way of putting on a higher flat income 
tax. What you get that way is not getting it as an excess-profits tax; 
you use everybody's credit. You simply say, well, we think corpora- 
tions should pay a higher tax; they have had a profitable base period. 

Mr. Minus. Which is better, for corporations generally to have a 
lower rate and a lower base or a higher base and a  highe r rate? 

Mr. Secuers. [| think it is better that the excess-profits tax prin- 
ciple be carried out and that principle is to compare the extent to 
which the income in the war years is attributable to the war. Now, 
that means a fair and not too low a rate of base credit and a high 
tax on what goes over the credit. 

Mr. Mixus. Of course, it is a very argumentative matter as to 
what constitutes the normal. Our committee in proceeding with the 
matter last year apparently went on the basis that 100 percent of the 
profits made in the years 1946 to 1949 would not be normal evalua- 
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tion of corporation profits. It said that 85 percent for the 3-year 
average might approximate a normal base. Now, if the committee 
should find that that 85 percent as the 3-vear average still does not 
reflect a normal base, but 75 percent of the 3-vear average might 
more nearly reflect a normal base, would you say the committee 
should not reduce the credit if by doing that it can avoid an increase 
in the rate? 

Mr. Secuers. [ think the increase in the rate is better than the 
decrease in the credit. Either your credit is right or it is wrong. 
If it is too high, it ought not to be that high, but it represents a fair 
amount, what would have been earned if it had not been for the war. 
So if vou give the corporation 100 percent of its actual average for the 
base four-period years and it earns more than that, you are certain it 
is excess profits and if vou are certain it Is excess profits, vou should 
charge a higher rate on it. 

Mr. Minus. I do not know how closely vou have looked into it on 
an industry-wide basis, but it is my understanding from the infor- 
mation received while we were in conference on the excess-profits tax 
bill, that a rate in excess of 62 percent, that is, the over-all ceiling, 
would not apply to the large corporations in the United States because 
of their execess-profits tax credit but would apply to smaller companies 
who found it virtually impossible to establish a satisfactory base 
pe ‘riod credit, 

Now your proposal, seems to me, if that information obtained 
in the executive sessions on the excess-profits tax bill is true, would do 
great injury to small corporations in the United States and perhaps 
would not adversely affeet the larger corporations at all. 

Mr. Secuers. Well, I heard a lot of talk about a 15-percent excess- 
profits tax. Nobody is going to pay more than 15 percent under the 
present law because, 62 being the maximum, and they have to pay 47 
percent anyway, it isa 15-percent rate we are talking about. They'll 
figure, well, if we have really a very successful vear, we get real 
profits, we know our ceiling. No matter how many times, if the earn- 
ings are four times or five times the actual average for the base period, 
they still do not pay more than 15 percent excess-profits tax. | do 
not think that is a good way to raise money. If vou want to raise 
money through an excess-profits tax, vou are entitled to more than 
15 percent on earnings that are five times normal, and that ts what 
you are getting. 

Mr. Mitus. My point is this. It seems to me in the case of some 
corporations the existing excess-profits tax law is too liberal in estab- 
lishing a base credit. I do not find anything in your recommendation 
that in any way reduces that liberality in existing law, but I do find 
in your recommendation a suggested increase in the excess-profits 
tax itself which we were told in executive session applies more to the 
smaller corporations than to the larger corporations because of the 
inability of the smaller corporations to establish a satisfactory base 
credit. 

That is the reason I made the statement I did. I believe that, on 
further examination of the subjeet, vou may change your opinion 
with regard to a graduated excess-profits tax rate. I do not believe 
you and your group would want to obtain the additional revenue 
through a proposal for an excess-profits tax on the smaller businesses 
of the United States which are not able now under existing law to 
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establish a satisfactory base credit and therefore have more of their 
earnings in 1951 subjected to excess-profits tax. 

Mr. SecGuers. I do not think that they have any greater difficulties 
in proportion to what they are seeking to get as a credit. I do not 
think that the small unit of business which is owned by a few people 
or a big corporation that is owned by a great many people should be 
looked upon so differently as to say we have to consider that the small 
corporation—and | do not know just what is small, it is certainly 
more than $25,000 of income because the excess-profits tax does not 
begin until vou get over $25,000-——- 

Mr. Minus. Pardon me for interrupting, but in this particular 
instance, When I am talking about larger corporations, I am talking 
about the 50 corporations in the United States that have the largest 
earnings versus the smaller corporations that may be entirely new in 
existence without a backlog of capital such as some corporations have 
or can obtain. 

Mr. Secuers. I understand you have spoken of two groups which 
are at two ends of the scale, which are two extremes. I do not think 
that the corporations that fall between those two extremes are going 
to be penalized under our proposal. That I can say safely. 

Mr. Minus. What | had in mind at least, Mr. Seghers, is this. 
Information was given us during the conference on the excess-profits 
tax bill that corporations such as General Motors, United States Steel, 
and some of the other very large corporations in the United States 
would not have paid any more tax had we put the ceiling at 65 percent 
than at 62 percent, where the ceiling was fixed. But, if we had the 
the ceiling at 65 percent, the so-called smaller corporations would have 
paid more tax than they will pay at a 62-percent ceiling. Therefore 
1 am forced to the conclusion, as IL listen to your statement in support 
of a graduated excess-profits-tax rate, that in all probability the 
greater impact will be felt by the smaller corporations—-maybe not 
dollarwise but on a percentage basis the smaller corporations will feel 
more keenly the impact of a graduated excess-profits tax, 

Mr. Secuers. I cannot speak for what the 50 top corporations 
would pay, but we have talked about these things quite a bit and we 
do feel that the corporations-—not the brand-new babies, not the very 
small and not the top 50 either, but the corporations in the middle 
there—-you have to take the money you get away from somebody, 
and the best one to take it away from is the one who is going to earn 
a great deal more than he would have earned without the war. That 
is what we want to see. If we have to get money from the corpora- 
tions—you have to have more money—the place to take it away from 
is from the one who is able to earn a lot more than during the base 
period. That is not going to interfere with the plan. The corpora- 
tion figures they are going to make 20 percent on their capital next 
year, and instead with war conditions they make 45 percent on their 
capital next year before Federal taxes, and they can pay a bigger 
percentage of that extra 25 percent than the corporation that only 
makes 25 percent where it expected to make 20. They are budgeted 
on 20 percent of their capital, and all of a sudden they get 45 percent 
before taxes. 

Now you can take that cream away from them, and | do not care 
whether their income is $50,000 or $500,000 a year. Neither one of 
those fall in your top bracket, and they do not fall in the new babies 
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either as a rule. Remember, all these we are talking about are 
corporations that were in existence January 1, 1946. We are talking 
about the ones who have had a full base period. You have your new 
business provisions. We have suggestions regarding new business, 
but those things take time. That is the reason why a good many 
witnesses have asked for postponement, because it takes time to work 
out not merely criticism but concrete and constructive suggestions, 

We want to work out suggestions, but basically we are saying that 
the corporation that makes many times its actual base-period earnings 
is in a position to pay more than the corporation that makes just about 
the same as it made, and the 15-percent ceiling on your excess-profits 
tax really means you are not going to raise much money from it. 

Mr. Mitus. Mr. Seghers, I find myself in agreement with the posi- 
tion that you take today that whatever additional money we get from 
corporations in connection with legislation before us should be through 
excess-profits taxes rather than an increase in the normal and surtax 
rate, but I cannot see how we can get very much more through the 
vehicle of excess-profits tax without either radically increasing the 
rate on the over-all ceiling or reducing the percentage of base-period 
earnings which is allowed for excess-profits-tax credit. 

Now I asked vou a little while ago which vou considered to be more 
detrimental. I have taken the position that the most detrimental of 
the two is the increase in the rate and the corresponding increase in the 
over-all ceiling because of its relative effect upon these so-called smaller 
businesses. Now, you and I can agree that these so-called smaller 
businesses have a less stable, a less constant, income than some of the 
so-called larger businesses of the country. They may bave a very 
high profit in one year and a very low profit in the next year. I have 
seen some of the earnings from some of the small corporations, and 
that has been the experience. IT have had some accountants and others 
who were more experienced by far than I am tell me the same thing. 

Mr. Secuers. My impression is—and I have gone over a great 
many accounts after the two depressions that I have known: first, a 
short depression after the first World War and, secondly, the depression 
following 1929—that it was the very large corporations that had the 
most severe drop ratiowise. The smaller corporation adapted itself 
to conditions quickly. I have been astounded that some of these big 
businesses could ever pull through with the enormous losses they had. 
The experience along the fringe of this top bunch, not the top 50 but 
many big ones getting up toward the top 50, has been that when thev 
do take it in the neck they take it much more severely and have much 
heavier losses in proportion because the little business trims its sails. 
The big ones cannot always adjust themselves to the conditions. 

Mr. Miuus. That is true, but what we are thinking of now is the 
relationship of earnings after July 1, 1950, with earnings from January 
1, 1946, through December of 1949 in attempting to determine how 
best to take from corporations additional billions of dollars taxwise 
and do the least harm as a result of our actions. 

Mr. Secuers. If your staff will make some computations based on 
applying these rates to wartime taxes and apply it to the known figures 
which they know—we do not know—of the excess profits and net 
income of some of the big corporations in your 50 group, I think you 
will find this will give you quite a lot of additional tax revenue. I am 
convinced of it. 
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Mr. Mixts. I am convinced from the study I have made of it that 
we have been entirely too generous in the establishment of an excess- 
profits-tax credit for the benefit of larger corporations of the United 
States and we still have not worked out a satisfactory base for excess- 
profits-tax credit for smaller businesses of the United States. I am 
in hopes before we proceed much further with an excess-profits tax 
that we can perfect somewhat our job of last vear. 

The members of the committee who were in conference, I am sure, 
will remember the arguments that were made about the ceilings, the 
very effective arguments that were made and the information given. 

Mr. Rerep. There was a long and desperate fight to stay at 60 
but we finally compromised at 62. 

Mr. Mirus. But we did it, Mr. Reed, and you quite well remember, 
because of the facts that were presented that increasing it beyond 
62 percent took money from the small corporations and did not take 
any additional money from the larger coporations. That is why I 
am afraid of Mr. Seghers’ suggestion this morning; it may compound 
the very thing we were trving to avoid then. 

Thank you, Mr. Seghers. 

Mr. Securers. Where there is inequity on the small corporations, 
you must have relief for them. That is essential. 

The Cuamman. Mr. Seghers, I believe you said you recognized 
that we have to have additional revenue. Of course, that is the pri- 
mary purpose of these hearings. You said that we should get it from 
those profiting most by the war effort. How do you reconcile that 
with your recommendation of a general sales tax? I do not think the 
people who would pay the general sales tax, as a rule, would be classed 
as profiting by reason of war. Many of them are living on very mea- 
ger incomes, on pensions and annuities that are not sufficient for 
support hardly, anyway. 

I am wondering how you reconcile the two statements. 

Mr. Securnrs. | think the most severe tax on those who are living 
on annuities and pensions, of course, is inflation. I think the Govern- 
ment economy can check inflation; but, if we are thinking of the wage 
earners who do represent the largest number of those in the low 
brackets—and I think that the wage earners’ wages do—we know they 
go up very much more percentage wise. They have a much larger 
percentage of increase over their necessities than people in the high 
brackets because the tax takes so much away from the individual. 

I am not saving that the sales tax is a good thing. I am not saving 
that the excess-profits tax is a good thing. I am saying, if vou have 
to get more money out of excess-profits tax, and you still are not going 
to be able to get enough without wrecking the corporations, you are 
going to need some sales tax. Both of them are painful necessities, 
just like anything else that happens in wartime, that you have to take 
where you can get it. 

The CuatrmMan. Now, you think that the people will bear the sales 
tax with less hardship than that which will be suffered by the corpora- 
tions if they pay a little increase on their corporate profits? 

Mr. Secuers. No; we do not urge the sales tax as a substitute for a 
high excess-profits tax. 

The CuarrMan. My question was about the corporation tax, not 
the excess-profits tax, but the normal and surtax. My question was 
whether those who would pay the sales tax would be hurt worse than 
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the corporation which had to pay a small increase in the corporate tax, 
That is the question I am trying to get to you. 

Mr. Secuers. Yes, sir; | understand your point. I hate to be 
tangled up in talking about a sales tax. I do not feel that is our 
proper field at all. We are not economists or politicians or political 
scientists; but, when you come to talk about taxes on corporations, 
you are not talking of corporations, you are talking of profits that are 
held in the corporation until they reach an individual. You are going 
to get the tax again when it goes to the individual. 

What we are talking about is, Is it better for the Federal Govern- 
ment to take that money from the corporation or leave it in the cor- 
poration’s hands for its business? We are not talking about how 
much the Federal Government is going to take after the corporation's 
profits go out and reach the individual. You get your tax there from 
the individual. 

We are only talking about whether the Government should take 
less of that income while it is in the hands of the corporation. Later 
on the Government is going to take another cut when it goes to the 
individual, but in the meantime vour only question is: Which cor- 
poration should we take the most from and which corporation should 
we leave a larger percentage of profit in their hands to use in their 
business? It is not a question of letting them use it free of tax; vou 
get another bite of it when it goes to the individuals. 

The CHarrMan. Suppose itt ts not distributed. It is a profit that 
the corporation has made after expenses have been deducted. Now, 
it may not go to the individual; it may not be paid out in dividends. 
Why should we not take a little more of it where vou are sure you can 
get it?) The corporation is taxed only if it has made a profit. Tam 
just wondering if that would hurt less than imposing a general manu- 
facturers’ sales tax. I just want to get your views, not to express my 
opinion at all. I want to get your opinion about that. 

Mr. Secuers. It is difficult for me to compare two things where | 
think I know something about corporate taxes and I do not feel 1 am 
qualified to urge a sales tax. 

The CHarrMan. You have recommended it. 

Mr. Secuers. Our group has recommended it and I concurred 
the recommendation. I do not feel that I am competent to argue, 
that is what | mean. Our group feels that vou have to get some money 
there also. We are ready to recognize that vou have to get it from 
corporations but we can see the harm of high corporate taxes and we 
feel therefore, since a lot of money has to be raised, it is all right to get 
a lot from corporations but take some from the sales tax also, because 
the people who are going to pay the sales tax will pay it at the moment 
they spend the money. If vou exempt food and exempt services, 
and rent is not salable preperty, you have exempted most of the 
essentials and you are going to put the tax on the people at the 
moment they spend the money I do not want to be arguing, if | 
might be forgiven for not doing it, because I would just be expressing 
my views as another citizen and as another taxpayer. I think the best 
time for the Government to get taxes is the tume when the man puts 
his hand in his pockets. He will spend a little less and it will be less 
drain on goods. They say we are going to have more money than we 
have the goods. There will be more money available than goods 
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available to be bought, so why not take some of that excess money 
through a sales tax. 

But we are not comparing the two things. They are two different 
approaches to get what vou want, which is money. We think vou 
ought to get something that wav. We know you are going to get a 
lot from the corporations. We feel that a tax which takes the cream 
off the corporate income is better than a tax that bites into the normal 
income just as heavily as into the cream. At present, it does not take 
any more than 15 percent in excess-profits tax from any corporation. 
It takes less in many cases. We say you are entitled to take more than 
that from some corporations. We say goon up to: 50 percent, graduate. 

The CuatrmMan. Are there any questions? 

If not, we thank vou for your appearance and the information you 
have given the committee. 

Mr. Secuers. Thank vou, Mr. Chairman. 

The CuHatrman. Mr. David Seoll, attorney, representing the 
American Research & Development Corp., Boston, Mass. 


STATEMENT OF HORACE S. FORD, TREASURER, AMERICAN RE- 
SEARCH & DEVELOPMENT CORP., BOSTON, MASS., ACCOM- 
PANIED BY DAVID SCOLL, ATTORNEY 


Mr. Scotn. My name is David Seoll, attorney, representing the 
American Research & Development Corp. The appearance for the 
American Research & Development Corp. will be made by Mr. 
Horace S. Ford, the treasurer, instead of me. 

The Cuatrman. How much time will vou require? 

Mr. Seouiu. He will require only approximately 15 minutes, Mr. 
Chairman. 

Mr. Forp. My name is Horace S. Ford. 1 am treasurer of Ameri- 
can Research & Development Corp. My attention was first directed 
to the aims and activities of American Research & Development 
Corp. by Karl T. Compton, then president, now board chairman, of 
the Massachusetts Institute of Technology, which is an investor in 
the corporation. I appear before this committee today to suggest 
an amendment to the Internal Revenue Code, which will aid in carry- 
ing out two important policies of the Congress that would appear to 
be vital to the success of the mobilization program. 

The first of these policies Is to increase tax revenues, which our 
amendment will help to accomplish by adding new corporate taxpay- 
ers to the income-tax paying base. The second policy is to encourage 
scientific development and research in various fields related to defense 
production, which this amendment will help to accomplish, by en- 
couraging further investment in the new processes and technologies 
which are absolutely essential to the creation and maintenance of a 
high level of preparedness in the science of modern warfare. 

American Research & Development Corp. is one of a number of 
investing companies formed in the United States since the war, which 
are commonly called venture-capital corporations. The function of 
the venture-capital corporation is, as the name suggests, to invest in 
new enterprises as distinguished from the ordinary investing activities 
of fiduciary institutions. The investing activities of American Re- 
search & Development Corp. are primarily carried on in the field of 
engineering. In the 5 years of our existence we have helped to finance 
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new businesses in applied physics, including nuclear energy, chemical 
techniques, power-combustion systems, including rocket engines, and 
specialized engineering equipment. Nearly all of our companies are 
new ventures in the field of applied science and engineering, and they 
provide new products and processes which help to make American 
industry the arsenal of democracy. The combined annual sales of 
our affiliated companies are currently at a level in excess of $20,000,- 
000. The affiliates give employment to more than 2,000 persons 

The man who perhaps more than anyone was responsible for the 
creation of American Research & Development Corp. is Senator 
Ralph Flanders, United States Senator from Vermont. When the 
need for developing new sources of venture capital to finance worth- 
while ideas was discussed among business and financial people in 
Boston, shortly after the war, it was Senator Flanders who took the 
“bull by the horns” and energized the backing for American Research 
& Development Corp. He was its first president. I would like to 
quote some remarks Senator Flanders made in 1946, because they 
epitomize the theory behind venture-capital corporations better than 
anything I could say: 

During the last year of my incumbeney es president of the Federal Reserve 
Bank of Boston, I became seriously concerned with the increasing degree to which 
the liquid wealth of the Nation is tending to concentrate in fiduciary hands. This 
in itself is a natural process, but it does make it more and more difficult as time 
goes on to finance new undertakings. 

The postwer prosperity of Ainerica depends in a large measure on finding finan- 
cial support for that comparetively small percentage of new ideas and develop- 
ments which give promise of expanded production and employment, and an 
increased standard of living for the American people. We cannot float along 
indefinitely on the enterprise and vision of preceding generations. 

To be confident that we are in an expanding, instead of a statie or frozen econ- 
omy, we must have a reasonably high birth rate of new undertakings. 

There are in particular two le.rge-seale repositories of wealth which have a stake 
in the Nation’s future and which should be concerned with a healthy basis for the 
prosperity of these postwar years. These two groups are the life-insurance 
companies and the investment trusts, 

\ project on which we have been making excellent progress in the last few 
months is for a development corporation financed in a large measure by these two 
groups of institutions, under the directorship and management of the most capable 
men available in the fields of business and technology. 

Digressing for a moment, these two groups, life-insurance companies 
and investment trusts, are made up largely of the savings of a great 
many small investors. These two groups more and more invest in the 
safe securities, the blue chips. These small investors are more and 
more inclined to invest in these groups because of their preference for 
greater safety for their savings, but there is no way to channel any 
part of that aggregate of capital except through some device as we 
have suggested, and it is to that end and to the end that some of the 
savings may go to new corporations, Which may in turn employ more 
people and provide more revenue, that I am speaking. 

American Research & Development Corp. is patterned somewhat 
after the mutual-investment cormapanies with which this committee is 
familiar. As this committee also knows, mutual-investment com- 
panies enjoyed an enormous growth after 1936. In that year the 
Internal Revenue Code was amended to tax such companies and their 
shareholders on the “conduit” theory. The “conduit” theory of tax- 
ing mutual-investment companies operates just as the word “conduit” 
suggests. The tax on the net income of the investment company 1s 
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paid by its shareholders if all of the net income of the investment 
company is distributed to them, and none of it is retained by the 
investment company. The taxable income thus passes through the 
investment company to the shareholder. The shareholder pays the 
entire income tax on any income he receives from the investment 
company, and also a capital-gains tax on any capital gains which are 
passed on to him. 

Under the “conduit” theory of taxing investment companies pur- 
suant to the provisions of sections 361 and 362 of the Internal Reve- 
nue Code, the Government collects the same tax as it would collect if 
all of the shareholders in the investment trust were partners. 

There are probably over a million shareholders of regulated invest- 
ment companies today, as a result, at least in part, of the enactment 
of sections 361 and 362 of the Internal Revenue Code. These share- 
holders provide perhaps the largest single pool of private capital for 
high-grade securities in this country, and have thus made a substantial 
contribution to the industrial growth of the United States in the past 
15 years. This industrial growth has materially enlarged the base of 
taxable corporate income. 

What I am urging upon this committee is that you amend section 
361 of the code to permit venture-capital companies to be taxed the 
same way as the other regulated investment companies, that is, by the 
application of the “conduit” theory. At the present time venture- 
capital companies are taxed as ordinary corporations. Thus the new 
company which American Research & Development Corp. finances 
pays one tax on its profits, if it earns any. Then, if it pays any divi- 
dends to American Research & Development Corp., American Re- 
search & Development Corp. in turn pays another tax, at the regular 
rate, on these dividends. Then, when American Research & Develop- 
ment Corp. makes a distribution to its shareholders, these shareholders 
in turn pay another tax on what they receive from American Research 
& Development Corp. 

In the case of ordinary regulated investment companies, there are 
two stages of ‘ncome tax; a corporate income tax is paid by the com- 
pany whose shares are held by the investment company, and another 
tax is paid by the investment-company shareholder on the dividends, 
interest, or capital gain passed to him by the investment company. 
The Treasury thus takes two bites out of income passed through a 
regulated investment company. 

On the other hand, the Treasury takes three bites out of income 
which is passed through a venture-capital company, one at the enter- 
prise level, one from the venture-capital corporation, and one from 
the shareholder in the venture-capital corporation. 

It is obvious that this third bite is an extra handicap which venture- 
capital companies now have to overcome when they seek funds from 
investors for new enterprises, added to the risks which are already 
inherent in this tvpe of financing. Our experience with investing in 
new enterprises in the 5 vears that we have been at it does not lead 
us to believe that the vield which our own shareholders will receive 
from the funds we have invested for them can be sufficient to pay 
Federal income taxes at three levels and still provide an adequate 
return for the risks which are involved. 

It should be apparent that unless the third bite is eliminated, and 
venture-capital companies are taxed on the conduit theory, indi- 
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viduals with money to invest will prefer the safer mutual investment 
companies which invest only in high-grade securities, the so-called 
blue chips, and which also offer a greater share of distributable 
income after taxes. 

Various committees of Congress have already recognized the value 
of the venture-capital corporation to our private investment system. 
Because of the risks inherent in the development of new products 
and enterprises, students of finance and of the sciences, and also 
Government officials, have repeatedly pointed out the necessity of 
encouraging the formation of venture-capital pools. Such pools make 
possible diversification of risk. A goodly percentage of these new 
enterprises do not succeed, and prudent investors, even those who 
wish to be venturesome, do not put all their eggs in one basket. 

The Investment Company Act of 1940 provided in section 12 for 
the creation of venture-capital corporations which are permitted to 
secure diversification of risk by spreading their investments over a 
considerable number of enterprises. Recently, the Joint Congres- 
sional Committee on the Economic Report in its report to Congress 
on Mareh 28, 1950, recommended “that venture-c apital corporations 
be treated as investment companies for tax purposes.” 

We are now asking vou to provide the final legislative link which 
will make it possible for venture-capital corporations to function as 
regulated investment companies, and thus to encourage the forma- 
tion of more venture-capital corporations. This can be accomplished 
by permitting a venture-capital corporation to qualify as a regulated 
investment company under section 361 of the Internal Revenue Code, 
even though the venture-capital company owns more than 10 percent 
of the capital stock of any company in which it invests. The 10- 
percent limitation in section 361 is undoubtedly a salutary one as 
applied to an ordinary investment company, as it would not be 
in the public interest to permit, in effect, such a company to control 
any of our great corporations whose securities are widely held by 
the public. ‘The same consideration does not apply, however, to the 
holding of stock by a venture-capital company in a brand-new enter- 
prise which owes its very existence to the financing which the venture- 
capital company supplies. In such a case, the venture-capital com- 
pany must furnish most, if not all, of the money and frequently 
furnishes some of the management. Therefore, it has to acquire 
more than 10 percent of the capital stock of the enterprise. 

American Research & Development Corp. has brought several very 
fine enterprises into being which are being run by very able young 
men. In most of them we hold more than 10 percent of the common 
stock. We hope to be able to reward our investors for the risks they 
have undertaken in supplying the funds which permitted these enter- 
prises to be undertaken, through a distribution of the gain which will 
be realized on the securities we hold. This is what our investors 
would have received had they undertaken to supply the funds directly. 
I submit to you that, by the same token our investors are entitled to 
the same tax treatment as if they had acted directly. This can be 
provided by the proposed amendment which is attached to the copics 
of this statement that you have before you. 

(The amendment referred to follows:) 
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AMENDMENT TO Section 361 Proposep TO Ways AND MerANsS ComMMITTER 
(by Horace S. Ford of American Research & Development Corp.) 

It is proposed to amend section 361 of the Internal Revenue Code by adding 
the following additional paragraph lettered (c) to section 361, the paragraph to 
read as follows: 

“(e) In the case of a regulated investment company as defined in paragraph 
(a) of this section, which is also a registered management investment company 
engaging principally in the business of furnishing capital to new industries, and 
financing new enterprises, and the engagement in such business and activities is 
stated to be a fundamental policy in the registration statement filed by such 
company pursuant to section 8 (b) of the Investment Company Act of 1940, such 
registered management investment company shall be considered a regulated 
investment company for the purposes of this chapter, notwithstanding the fact 
that the voting securities of any such issuer held by such registered management 
investment company at the close of any quarter of the taxable vear exceeds 10 
percent of the outstanding voting securities of such issuer: Provided, That the 
limitations otherwise applicable to regulated investment companies as set forth 
in paragraph (b) of this section shall be applicable to registered management 
investment companies as defined in this paragraph to the extent that such limita- 
tions are not inconsistent herewith.” 

Mr. Forp. If Congress approves this amendment, it will encourage 
the formation of more venture capital corporations like American 
Research & Development Corp., and provide new and worth-while 
enterprises with access to the great pools of capital which are now in 
the hands of large fiduciary institutions like the insurance companies, 
the mutual investment companies, and the foundations. The result 
will be to promote the expansion of our economy and to add new 
corporate and individual taxpayers to the Government's revenue base. 
If this country is to support a large defense budget for the indefinite 
future, Congress must not only exact more income from the existing 
taxpavers but it must also do what ts in its power to encourage the 
birth of new taxpayers. Thank you. 

The Cuarrman. Mr. Mills? 

Mr. Mirus. Mr. Ford, taxwise these research and development 
corporations, of which the American Research & Development Corp. 
is one, are treated as though they were holding companies; is that 
correct? 

Mr. Forp. Thev are treated as if they were the ordinary type of 

y ty] 
investment company and they are not permitted now to pass on 
capital gains as in the case of the ordinary investment company. 

Mr. Mirus. Maybe I did not make myself clear. The effect of the 
tax on one of these corporations which you represent is the same tax- 
wise as it is on a holding company, is it not? 

Mr. Forp. | will ask Mr. Seoll to check me on that. 

Mr. Scoti. Not personal holding companies. The general effect 
would be. 

Mr. Mixis. | am not referring to a personal holding company but 
the general effect taxwise is the same, is it not? 

Mr. Scoui. Yes; | think it is. 

Mr. Mirus. So vou do not qualify under the provisions of sections 
361 and 362 of the Internal Revenue Code, relating to investment 
companies? 

Mr. Forp. That is right. 

Mr. Mitzs. You do not qualify under that provision because your 
corporation may own more than 10 pereent of the stock of the 
corporation? 
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Mr. Scouiy. That is correct, sir. 

Mr. Minus. Now, if we increase this percentage to take care of your 
situation and other like situations, would you place any limitation a! 
all on the percentage of stock which such a corporation could own? 

Mr. Forp. There are certain cases where we have had to put up the 
money for all of the stock. We would certainly hope to have a much 
higher figure. Generally speaking, in the beginning of a new com- 
pany, with all the money we furnish we like to have the majority 
position. The most satisfactory condition under which we can oper- 
ate is to have a so-called satisfactory minority position where we have 
the urge and the know-how of the vounger people who are developing 
this company and where we furnish the money. 

I would think that it would be very helpful to have an increase in 
percentage. If you put me on the spot for an exact figure, | would 
say something over 50 percent. 

Mr. Mitzs. I am not attempting to characterize your organization 
as a holding company at all. 

Mr. Forp. | understand. 

Mr. Mitus. I know the purposes for which it was created are 
very laudable, and it is performing a very worth-while function. 

What disturbs me about the suggestion is that if we amend sec- 
tions 361 and 362 as vou suggested in your statement—and I have 
had occasion to read the amendment you suggested here—would it 
not be possible for some of our holding companies to take advantage 
of that provision of law? 

Mr. Scott. Mr. Congressman, we recognized that problem in the 
drafting of this proposal and we have provided that only certain 
tvpes of regulated investment companies, such as ours, could be 
qualified to hold more than 10 percent, and those would be what we 
have called registered management investment companies who would 
register with the Securities and Exchange Commission and whose 
purposes and prospectus of operations would be previously approved 
by the Securities and Exchange Commission. In effect, it would be 
a sort of certification to entitle the company to hold more than 10 
percent which would remove the possibility of any holding company 
qualifying for this privilege. 

Mr. Minus. Let us see if the definition would exclude this type of 
case. Corporation A owns, say, 60 percent of the stock of Corporation 
B. Would that kind of arrangement be permitted? A might not 
- an investment company, it is true. Would that language ‘exclude 

, do you think? 

— Scout. It is our belief that this language would exclude this 
type of company unless it is the kind of company which is in the 
business of financing new enterprises and furnishing capital to new 
enterprises and has so registered with the Securities and Exchange 
Commission for that purpose and unless its prospectus sets forth 
fully that it is engaged generally in that type of investment business, 
it is excluded. 

This proposal was discussed with the Securities and Exchange 
Commission officials and also with members of your joint congressional! 
internal revenue staff. That question you have raise ‘d, Mr. C ongress- 
man, has been raised and considered in our discussions. We “have 
tried to cover that point here. If we have not covered it, we want 
to and we will make further amendments to do so. 
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Mr. Mitus. | am very sympathetic to the suggestion you have 
made. I would not want to open the door so that the holding company 
could receive this treatment even though it might qualify as a manage- 
ment investment company. 

Mr. Scoui. No, sir, and neither would we. 

I might add, sir, that there are a number of companies like this one 
that are engaged in similar activities so that this is not just for the 
benefit of one single company. 

Mr. Mucus. 1 understand that. In fact, the idea is catching 
throughout the country | understand. It is a very laudable idea. 
We should do what we can to further the cause, | know. 

The Cuairman. Mr. Reed? 

Mr. Reep. Could you give me an idea of how many venture capital 
corporations there are now in the United States? 

Mr. Foro. | think there has been a survey made by a group in 
Tulsa, Okla., not exactly along this line, but leading up to the figures 
of approximately 70 that might qualify. 

Mr. Rerep. About how much venture capital would you say these 
70 corporations furnish in a vear? 

Mr. Forno. | am afraid | do not have that figure, Mr. Congressman. 

Mr. Reep. In the last survey i remember seeing it was claimed that 
in order to have a normal expansion of industry in this country, a 
normal growth, that it would require about $18,000,000,000 venture 
capital a vear in this country. 

Mr. Foro. We are a long way from that. 

Mr. Reep. Yes; | know you would not be furnishing it all, but I was 
wondering about what portion of it you furnished. 

Mr. Forp. I think we could get some information for you. 

Mr. Reep. | think it would be very helpful. 1 realize that our 
whole free economy is built up largely of venture capital. 

As | understand it, people put their money in your organization for 
you to invest and guard the best you can, guard their investment or 
their venture capital, put it in concerns and watch and see that they 
are properly protected all along the line? 

Mr. Forp. That is correct. It is full-time discussions instead of the 
late-afternoon discussions among individuals, which was the method 
that usually prevailed before this corporate method was set up. 

Mr. Reep. You also protect them from fly-by-night institutions 
that are always springing up and going into a city saying, “If vou will 
finance so much, we will start a new industry in your town with a 
big payroll,”’ then they build the foundation and stop. Is that right? 

Mr. Forp. We have had experience in that direction, sir. 

Mr. Reep. Thank you very much. 

The CuarrmMan. Mr. Eberharter? 

Mr. Esnernartrer. You said there were 70 companies. You mean 
so-called regulated investment companies qualifying under the 
statute and Securities and Exchange Commission regulations? 

Mr. Forp. No, sir. The figure I gave you includes, as far as I 
know, the civie groups in individual cities that undertake to make it 
interesting for new concerns to come to that particular locality. Of 
the number that are very much like our own company there probably 
is not one-tenth that number; is that right, Mr. Scoll? 

Mr. Scouu. | think that is right. 

(The following list was later submitted by Mr. Ford:) 
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List or 72 Cities Now Havine InNpustriat FouNDATIONS 


(Those located by the survey) 


Allentown, Pa. Houston, Tex. 
Allianee, Nebr La Crosse, Wis. 
Amarillo, Tex. La Junta, Colo 
Ashtabula, Ohio Louisville, Ky 
Austin, Tex Macon, Ga. 
faltimore, Mad Mareeline, Mo 
Batesville, Ark Marietta, Ga 
Bald Knob, Ark. Marquand, Mo 
Binghamton, N. Y. Marshall, Tex. 
Bowling Green, Mo. MeAlesier, Okla. 
Brownwood, Tex Me Minnville, Tenn 
Carrollion, Mo Muskegon, Mich 
Charleston, S. 4 Muskogee, Okla. 
(Chiekasha, Okla Newport, Ark 
Claremore, Okla Ogden, Utah 


Oklahoma City, Okla 


Conneaut, Ohio 
Olympia, Wash 


Covington, Tenn 


(rocker, Mo Pawhuska, Okla 
Cuba, Mo Pine Bluff, Ark 
Cushing, Okla Portsmouth, Va 
Danville, IU Salisbury, Mo 
Dubuque, Lowa San Angelo, Tex. 
Dunlap, Tenn Scranton, Pa. 
kimira, N. ¥ Shawnee, Okla. 
Fargo, N. Dal Sherman, Tex 
Favetteville, Ark Somerville, Tenn. 
Fond du Lae, Wis St. Cloud, Minn. 
Fort Smith, Ark. St. Joseph, Mo. 
Gary, Ind. Topeka, Kans. 
(;enoa, Ohio Tvler, Tex 

(Grand Rapids, Mich. Walnut Ridee, Ark. 
Greeneville, Tenn. Warrenton, Ga 
Hazleton, Pa Wausau, Wis 
Holdenville, Okla. Waveross, Ga. 
Hominy, Okla Wheeling, W. Va. 
Hopkinsville, Ky. Wichita Falls, Tex 


1 no steck has been soll 


Not included in analysis as their foundation is inactive ar 
present time to counsel and guidance 


‘ mua ! 
? Not included in analysis as its program is primarily limited at the 


Mr. Exernarrer. There are about seven or less of the investment 
companies that qualify under the statute and the regulations of the 
Securities and Exchange Commission, is that right? 

Mr. Foro. Will you answer that, Mr. Scoll? 

Mr. Scoiu. Mr. Eberharter, at the present time the only corporation 
which is set up to qualify under the 1940 Investment Company Act 
is this one. One of the principal reasons why it has not been practical 
to other venture capital groups to qualify under the act is the 10-per- 
cent stock-holding limitation. In a sense this company is the bell- 
wether of the vanguard of other groups around the country that are 
trying to do the same thing. 

I might say that there are perhaps ten or a dozen very substantial 
groups around the country who are trying to do this same job, that 
they are doing it as partnerships rather than corporations. If the 
act is changed to raise the 10-percent limitation, it is quite likely that 
a great many of them that are now parternships will change to cor- 
porations. 

Mr. Exernarrer. Mr. Scoll, now your activities or the activities 
of the company that you are representing take in management also, 
aside from investment, does it not? 


fd et 
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Mr. Forp. In certain cases, Mr. Congressman, ves. Many of these 
companies caome directly from the inventor who is not skilled at all in 
business management. We frequently go along with them as far as 
necessary but are anxious to shed that as fast as we can and it has 
been quite a thing to have been begun with a number of them. You 
are likely to start with management in that sense. 

Mr. Exernartrer. Are there any companies in your portfolio in 
which vou hold less than 10 percent of the stock? 

Mr. Forp. I think not. 

Mr. Exernarrer. Are not your activities more directed to manage- 
ment than to investment? 

Mr. Forp. No, IT would not say that. 

Mr. Enersarrer. Would vou say about 50-50 

Mr. Forp. It starts that way. It gets less and less and in the 
more successful of our companies the management aspect dwindles. 
The investment aspect comes into the pieture much more. 

Mr. Exernarrer. In your statement, on page 2, Mr. Ford, you say: 


d engi- 


All of our companies are new ventures in the field of applied science ar 
neering, and they provide new products and processes which help to make Ameri- 
can industry the arsenal of democracy. 

Does that not sort of narrow considerably the number of companies 
which vou have in vour portfolio? 

Mr. Forp. In my reading I considered the word “nearly” so that 
it read “nearly all of our companies.” There are a few exceptions. 
If we had a small good company that had a possibility of further 
development of its products rather than merely sales, that is what we 
are interested in, the development of new products and processes 
rather than merely making a small garage over a big garage. We are 
not interested in that at all. 

Mr. Enernarrer. There are two phases in which [ am interested, 
Mr. Ford. The first phase is the safety of the investments which vour 
companys makes with the money of, most likely, people of small 
capital. 

Mr. Forp. That is not quite true, Mr. Congressman. Most of the 
subseriptions of this stock of American Research bas come from 
insurance companies, institutions, investing companies, and the origi- 
nal offering was in units of not less than $5,000, which was deliberately 
done to take the small investor out of the stock. We did not want the 
small investor to have the idea that this could develop rapidly. It 
takes time. 

Exernarrer. Then your company operates, [ would savy, 
contrary to the investment companies that cater largely to small 
investors whe do not want to put all their eggs in one basket. 

Mr. Forp. That is the ordinary mutual investment company like 
M1. T. State Street. There are 40 of them listed in the papers every 
day. ‘This ts utterly different. What we are asking those companies 
to do is to use a faint trace of one percent of [the money that they 
safely invest in blue chips and create something through our channels 
that may turn out to be another blue chip. 

Mr. Exernarrer. Then your company does not offer an attractive 
field or any field whatsoever for the small investor who may have a 
little nest egg or get a little nest egg, $4,000, $5,000, or $10,000, who 
Wants to invest it ina portfolio whichthe regular investment companies 
have, does it? 
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Mr. Forp. No, sir; we would not encourage that sort of invest- 
ment. You might say to that same investor, “Sir, you have $10,000, 
Would you like to put $500 in something of a venture nature?” If he 
did it through the medium of the ordinary investment company,that 
would be entirely agreeable, too. 

Mr. Enernartrer. Now, would not this 10-percent limitation be a 
loophole whereby holding companies, as Mr. Mills pointed out, could 
form an investment company in a narrow field, say in the field of elec- 
tricity, and operate 10 different companies under a management cor- 
poration such as you have and thereby escape one taxation, one bite of 
taxation, as you call it? 

Mr. Foro. There would have to be regulation, there is no question 
about it. It would be difficult in running 10 separate companies. | 
would not attempt it. 

Mr. Exeruarrer. Some holding companies operate as high as 50 
to 100 companies in certain fields. 

Mr. Forp. I think if they operate in the SEC field they would soon 
get into another one. 

Mr. Esernarrer. There is one other objection that I have to some 
extent unless vou can ease my mind on it, and that is turning over to 
the Securities and Exchange Commission the decision as to whether 
an investment company shall be taxed, this one bite. Would you, in 
effect, be doing that? 

Mr. Forp. May Mr. Scoll answer that, please? 

Mr. Exernarrer. Yes. 

Mr. Scott. Mr. Congressman, the reference to the Securities and 
Exchange Commission is merely to establish the eligibility of the com- 
pany by way of the filing and approval of the prospectus of its opera- 
tions and policies. It is felt that the tvpe of operation into which 
these so-called registered management investment companies would 
engage is not the kind of operation which would be attracted to the 
normal holding company groups which I think you have in mind. 
Where the aim is to turn over large blocks of capital over a period, 
perhaps a year or 2 years, just long enough to get within the gains 
period, holding period, that type of operation is not interested in put- 
ting up sums of $50,000, $100,000, $150,000, or $250,000 in a brand 
new venture with, in many cases, people who are investors who do not 
have too much technical experience, that type of experience. 

Our thought is that if the registered prospectus clearly sets forth 
their policy along these lines and the Bureau of Internal Revenue and 
the Securities and Exchange Commission have enough knowledge to 
recognize the sheep from the goats, so to speak, there will be no 
problem. 

Mr. Eseruarrer. You are still leaving the decision up to the 
Securities and Exchange Commission and the Internal Revenue Bu- 
reau? 

Mr. Scout... We are perfectly anxious to cooperate in creating any 
safeguards that this committee may feel are necessary. If the com- 
mittee accepts the thing in principle, we believe that a solution can 
be found, wherever the committee may feel the certification ought to 
be placed or whatever safeguards the committee may feel ought to be 
placed around it. 

Mr. Exernarrer. Thank you very much. 

The Cuatrman. Mr. Simpson? 
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Mr. Simpson. Mr. Ford, what does your company do that another 
company investing money does not do? Take more chances? Is 
that the point? 

Mr. Forp. Because we are a venture capital company and the 
word ‘‘venture’’ means risk, the result is that we take on situations. 
Perhaps the best one I can tell you about is our investment in a 
company called the High Voltage Engineering Corp., which came 
out with the development of these 2 to 10 million volt tubes which 
are used in hospitals in the treatment of deep therapy for cancer and 
things like that. Here was a company which had discovered a method 
which is being very widely used now in most hospitals, but at the 
start it involved the purchase by hospitals or laboratories of a $40,000 
to $50,000 instrument, and there was no individual we could think of 
who would hesitate a moment in walking away from a situation like 
that, and yet it had the advice and the approval of some authorities 
so that we just could not go by. Well, to make a long story short, 
they now have extended their use of that. 

By the way, it is a going conern. It has been in operation four 
years. It has now bought its own building. It has a backlog of a 
million dollars, a possible backlog of five times that in industrial 
ways, in the way of pharmaceuticals. That compnay would never 
have started by the ordinary methods it takes a company of this sort. 

Here is a company where the business management had to be 
virtually spoon fed the first vear. We do not have to spoon feed them 
any more. 

Mr. Stmpson. You do take more risks than the other investment 
companies, a bank, for example, would? 

Mr. Forp. There is no comparison between the sort of investments 
we take and what the bank would take. I sat in on a discussion of the 
insurance company, with the vice president and a bank vice president 
in New York. I was the venture baby of the group. They have 
nothing to approach what we undertake to do to get these new com- 
panies going. 

Mr. Stupson. Does it follow in the law of averages that you have 
some losses? 

Mr. Forp. Yes. We have some very good other sorts of things, too. 
It is in connection with that that we just do not know how to be of 
any benefit to our stockholders under the present situation. We are 
interested in the general idea of getting more companies to do this 
because if there are more companies, the field will be advanced and 
there will be more opportunities for everybody to prosper thereby. 

The Cuatrman. Mr. Kean? 

Mr. Kean. Mr. Ford, the question of dividends is not so important 
to you, is it, because the dividend tax is only a 15-percent tax? The 
thing you are worried about is that if you want to sell out one of these 
companies that has become successful, then the capital gains which 
you make on that you are not able to pass on to your individual 
stockholder but your company must pay a full corporation tax as it 
passes those capital gains down to the stockholders of the corporation. 
Am I correct in that’ 

Mr. Forp. Mr. Kean, I think you have second vision. That is 
exactly the situation we have in front of us right now. We just do 
not know where to go. 
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Mr. Kean. Now, you say you have losses. Do you not accumulate 
enough back losses almost to match those capital gains? 

Mr. Forp. We could, but I am happy to say at the present time 
it is the other way. We are bound to have losses. Out of the 20 
companies that we have financed, I would guess that three of them 
probably will not come through but I do not know what sort of 
batting average we may have. 

Mr. Kean. Only 3 out of 20? 

Mr. Forp. That is what I feel sure of. 

Mr. Kean. I would think the proportion would be the other way. 

Mr. Forp. L am sure that at least 50 percent of them are going 
concerns right at this minute. 

Mr. Kean. | think that is a wonderful job. I see a great need for 
vour kind of company because the whole pool of venture capital which 
supplies venture capital in this country has been dried up owing to 
the action of this committee and the Congress owing to the high 
income taxes that they put on individuals, and somebody has to 
supply it. 

As I understand from your answer to the questions of Mr. Eber- 
harter, you get your capital, from large pools, such as insurance 
companies putting in small sums of money. The same thing could 
be done for certain small individuals if they understood that they were 
taking a risk in a regular investment trust taking small funds. 

Mr. Forp. We have a number of small stockholders but we did 
not invite them at first. We set up a barrier. But there are 20 or 
more representative institutions listed, stockholders listed. It is not 
a local operation. It is countrywide and participation is countrywide. 
We go as far as Rice Institute of Texas, several of the insurance 
companies and several of the corporations such as Diamond Match, 
Craig, Allegheny; some corporations have undertaken a small par- 
ticipation just to find out whether we ean do this thing. That is 
the process we are in right now. 

The reason L cannot answer the questions completely is that 5 vears 
is a short time in the life of a company of this sort. It really does 
not get rolling. 

Mir. Kean. Of course, vou cannot declare this company as a dividend 
to your stockholders because under the Treasury’s ruling that would 
be a taxable dividend when paid out. 

Mr. Forp. One of the reasons why probably a company like this 
will never be very successful unless it can pass on the capital gains is 
that in an ordinary investment company a committee meets and has 
presented to it the findings of a dozen investments, a dozen companies 
A company like ours works 8 or 6 months on a proposal before we 
start. We start from seratch. The result is that our expenditure 
per company is completely out of proportion to any investigating 
company’s expenditure to find out whether each of them would invest 
in Kodak or General Motors. 

Mr. Kean. Of course, as your whole purpose is to provide venture 
capital, when this company was on its own feet and was a successful 
company, it should not be vours any more and you should sell it 

Mr. Forp. We would like to move on right now. 

Mr. Kean. To something else. I see. Thank vou. 

The CHairman. We thank vou, Mr. Ford, for your appearance 
and the information vou have given the committee. 
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Mr. Forp. Thank you, Mr. Chairman. 
The CuarrmMan. The committee will take a recess until 2 o'clock. 
(The committee recessed at 12:20 p. m., until 2 p. m., this same day.) 


AFTER RECESS 


The Cuarrman. The committee will be in order, please. 
The next Witness on the calendar is Mr. J. T. Sanders, legislative 
counsel of the National Grange. Is Mr. Sanders here? 


STATEMENT OF J. T. SANDERS, LEGISLATIVE COUNSEL, NATIONAL 
GRANGE, ACCOMPANIED BY LLOYD C. HALVORSON, ECONOMIST, 
THE NATIONAL GRANGE 


Mr. Sanpers. Mr. Chairman and members of the Committee, my 
name is J. T. Sanders. L am legislative counsel of the National 
Grange. We appear here today in somewhat of a dual role, I suppose 
you might say. We are very much interested in this as an organiza- 
tion of citizens who will have to pay the taxes, and, of course, we are 
interested in it from the standpoint of a farm organization, and its 
impact on farmers in general. 

lL have asked Dr. Halvorson to come to the table with me so that 
if any specific questions are asked concerning our policies which [ do 
not feel that I can answer as well as he can, | would like to have him 
answer the questions. He has made a very close study of some of these 
points, and probably can answer some of the questions better than I 
ean. 

Korean casualties to date reveal probably from two to five times as 
many civilians killed as the deaths of men m uniform. Yet the ratio 
of civilian to military deaths in Korea is probably small compared with 
that which we can well expect should an all-out third world war break 
out. 

The next world war, if it is not averted, is likely to be far and away 
the greatest lethal activity the world has ever known, and this sobering 
thought should guide us in our willingness to make every known effort 
to avert a conflict, but because of our implicit faith in our own way of 
life we should spare no effort to prevent the destruction of our way 
of life, and that of other nations whom we can help. 

The National Grange believes that so long as Russian Communist 
leaders show no willingness to use law,order,and honor in international 
dealings, and so long as they substitute deceit, dishonor, intimidation, 
chaos, and police rule over every nation that they can possibly domi- 
nate, as well as over their own, that we must prepare to defend our 
people and help other free people to defend themselves from the terrible 
tyranny and destruction now threatening us from Russia. We dare 
not leave ourselves and our allies unprotected to their aggression 
either in the form of infiltration or of force. 

A pay-as-we-go program is an absolute necessity in the present 
emergency. Such an all-out preparation as this will require that a 
large portion of our physical output be diverted from peacetime pro- 
duction to producing war matériel. At present about 7 percent of our 
physical product is going into noncivilian uses, and by the end of the 
current vear we are told this may rise to 18 percent. At the peak of 
our defense efforts in World War II around 45 percent of our total 
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output was funneled into war-matériel channels. Such efforts mean 
great sacrifices of our normal domestic uses of goods and services— 
especially the purchases of new durable and luxury type of consumers’ 
goods. Short supplies of these when matched against high, and even 
increased, personal incomes cause great inflationary trends that can 
only be prevented by reduction of personal incomes through taxation, 
by controls of materials, prices, wages, credit and money, and ration- 
ing of critical material. 

The National Grange, therefore, supports any diversion from 
civilian production that is necessary to fully meet the emergency con- 
fronting us. We believe that all groups, including agric vulture, must 
willingly meet any necessary sacrifice, and strongly recommend a tax 
program that will come as near as possible to a full pay-as-you-go 
status and one that is equitably distributed to all individuals and 
firms. 

We can see no logical basis for thinking that by borrowing heavily 
to meet defense needs we can shift the burden to future generations. 
As stated above, to make needed war matériel we must divert a part 
of our production from consumer goods to war needs. ‘This gives us a 
relative shortage of consumer goods. As we see it the bare fact of this 
problem is that by avoiding a pay-as-you-go policy we are certainly 
not shifting the burden of doing without a full supply of consumer 
goods to future generations. We alone can and must make that 
sacrifice. No financial or fiscal manipulation can shift this sacrifice 
to future generations. What is tragic about any effort to shift the 
financial burden and avoid an all-out pay-as-you-go effort is that it 
will bring wild inflationary and speculative forces into full power, will 
place unbearable burdens on all people with relatively stable incomes, 
will distribute scarce supplies on the basis of personal wealth inste: ud 
of need and of best requirements for defense purposes, will sconiby 
enrich a few people whose business is closely associated with defense 
preparation and with the supplying of defense matériel, will make 
any possible price and wage-control eiforts largely ineffective, and will 
introduce numerous correlated evils that will shake, and could destroy, 
the foundations of our free-enterprise svstem. We as a Nation, 
therefore, in good sense, cannot avoid the greatest possible effort to 
pay as much of the cost of defense as is possible out of our current 
incomes. 

The National Grange therefore believes strongly that the Congress 
has a deep moral obligation to see that the financial responsibility of 
all groups is brought into full accord with the physical diversion of our 
economy from civilian to defense production. In short our personal 
purchasing powers from incomes must be reduced in proportion to our 
reduction of production of consumer goods which is diverted to war 
production. As we see it, nothing short of an equally proportionate 
diversion of our income from personal expenditures to public support 
will fulfill this responsibility. This most certainly means great 
personal and financial sacrifice for each and every one of us. 

A pay-as-vou-go tax program will not stop inflation if bank credit 
is greatly expanded. We do not mean to imply that the tax program 
we are suggesting here would of itself eliminate the great danger of 
inflation. In addition, there are other measures and means that are 
probably outside the immediate responsibility of the committee that 
could readily nullify to a large extent any anti-inflationary effects a 
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sound tax program may have. For instance, expansion of bank credit, 
we believe, demands immediate attention in this connection. The 
restrictions on installment and real-estate credit undoubtedly have had 
some retarding effect on the inflationary increase due to individual 
borrowing, but these have not been enough. Bank credit, according 
to reports, has risen by over 6% billion dollars in the second half of 
1950 and is still moving upward at a rapid rate. This is one of the 
major sources or causes of inflation. 

A program of drastic reduction of nondefense expenditures is also 
necessary. We believe that reduction of nonessential public expendi- 
ture is as necessary, although not as important, as a diversion of 
civilian efforts and income into defense channels. Ir this regard we 
believe it is verv important to devise positive means ot forcing large 
numbers of Government workers to transfer from nonessential Gov- 
ernment jobs into defense agencies or essential work. Voluntary 
transfers cannot be expected to meet the needs here. The tendeney 
is for many invaluable workers in old-line agencies to ‘sit out” an 
emergency like the present one. 

In the first place to maintain a full staff in such an ageney under 
present conditions is an entirely unjustified waste; and in the second 
place these Federal workers are peculiarly fitted, immediately, to take 
hold of the new Federal emergency jobs and carry them on without a 
long wasted period of learning Government procedure. Defense 
agencies should, because of these two reasons, be staffed with as many 
worthy people as possible from the old-line general Government 
agencies, the work of which should be curtailed during the defense 
emergency. The Nation would thereby receive the double benefit in 
the present emergency of reducing nonessential expenditures and 
making use of staffs that are already trained in public procedures. 

We believe, therefore, the reduction of nondefense expenditures is 
a very important part of this defense effort. We subscribe to the 
dictum that we must not only tax until we feel keenly the sacrifice; 
but that we must be equally diligent in cutting nondefense work until 
it approaches the hurting point. 

If such transfers require new provisions in the laws these should be 
enacted immediately, which will make it practical to transfer worthy 
Government workers from old-line to defense agencies. They should 
be fully protected in all rights, privileges and rank in their regular 
jobs, and should be allowed to return with full status and with any 
general raises which may have been granted during their leave. 

In reducing nondefense expenditures we believe that the cuts should 
go clear across the nondefense and nonessential activities. It is im- 
possible to make a flat across-the-board cut without seriously crip- 
pling essential and very important functions of Government. On 
the other hand it is next to impossible for committees of Congress to 
study the details of Government expenditures and cut selectively 
without making grave errors and doing much damage to some func- 
tions. It seems to us, therefore, whether the Congress decides on 
flat cuts or details its cuts on a selective basis some provisions should 
be made for appropriating some free-use funds, or you might call it 
distress or hardship funds, to be allocated to the heads of departments 
or to be used by the President with the approval of the Bureau of the 
Budget, to rectify any errors that may result from either a flat cut or 
a selective cut. 
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If such a free fund were provided it would make possible a much 
deeper cut without danger of doing grave damage to important non- 
defense Government work. In other words, without providing for 
some means of immediate relief where real damage results from cuts, 
the Congress is compelled to make much smaller over-all cuts than is 
necessary Where a special fund is provided and is readily available. 

There is considerable advantage to having cuts so great that they 
will cause drastic curtailment of some important nondefense func tions, 

Mr. Reep. Would you object to being interrupted right there? 

Mr. Sanpers. No, sir. 

Mr. Reep. It is just an observation that I think you perhaps 
might have overlooked. When the Appropriations Committee cuts 
the appropriations of a certain department figuring it will not affect 
any essential services, usually the head of that department will do 
this: If there is an essential function there that will cause the people 
back home to immediately pounce upon Congress and say, “You 
are eliminating a funetion that you ought not to eliminate,” they will 
do that rather than cut nonessential services. We have had that 
experience Many, Many times here, that is, where instead of trying 
to cooperate with the Congress in cutting expenditures, they will cut 
where it will cause the public to come down upon Congress, rather 
than cut where the public would not object. That is democracy in 
action. 

Mr. Sanpers. Yes; I think that is quite characteristic of a period 
when we need to cut. Quite often the people who are best organized 
to oppose a cut are able to preserve functions that should not be 
preserved at all, or should not be protected. 

Mr. Reep. That ts right. 

Mr. Sanpers. The Grange has always been in favor . cutting 
nonessential expenditures at times like these, and when we say cutting 
nonessential expenditures, we mean in Agriculture as well as in other 
branches of the Government. But we do not feel capable of coming 
up hefore the Congress with a schedule of itemized cuts, 

Mr. Reep. That is right. 

Mr. Sanpers. And it places us in a rather embarrassing situation, 
because just as sure as the Congress starts te cutting, especially uf the 
cuts are over-all, they begin to cut some functions which we think 
should be preserved. So actually what we do is that we find ourselves 
coming up here and defending agencies in which we do not want 
cuts. So an over-all cut is a very convenient thing for us, and it 
seems to me it is a practical method of the Congress approaching the 
problem of cutting nondefense expenditures. 

Mr. Reep. It does not work out that way, unfortunately. The 
Bureau, where there is a general cut, picks out one phase of their 
operations that has people back in the field that will be affeeted, and 
those people set the fires burning under the Congressman in that 
district. 

Mr. Sanpers. I realize that is a serious difficulty and it is a difficulty 
with the thing | am mentioning here, too. In other words, if a given 
department wishes to cut on the basis of political influence, if you 
please, they probably can do it if they are given a freedom to cut. 
That is, ] mean if they are given an over-all cut and given the freedom 
to place that cut where they wish. They will place it where it will 
give them the least possible difficulty politically. Ido not believe that 
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is usually done. A combination of a selective cut plus some distress 
funds might be the best way to do that. If the Congress were to cut 
the budget selectively, and then give a free fund to certain agencies 
that have been greatly injured by the selective cut, this might take 
care of hardships. There should be a great deal of flexibility in any 
system of cuts that the Congress chooses to make, it seems to us. 

The Cuarrman. At that point, if ] understand you, you urge that 
cuts be made in nondefense expenditures. Then I understood you to 
say that you did not feel competent or qualified to recommend specific 
cuts. But I would like to ask vou this: Who would be in a better posi- 
tion or better qualified to specify what cuts can be made in the Depart- 
ment of Agriculture? 

Mr. Sanpers. I think that anvone connected with the Department 
of Agriculture, Congressman Doughton, that really went about this 
job of cutting where it would do the least injury to defense purposes, 
and where it would preserve those functions of the Department of 
Agriculture that must be preserved even during the emergency, would 
be better than to have the Grange suggest cuts simply because the 
Grange does not have enough staff to dig deeply into the various func- 
tions of the Department of Agriculture, which are very complex, and 
select the total amount of cuts to be made item by item. 

The CuairmMan. To whom would you suggest we go then? Who 
does have the time and staff, and is qualified to say what cuts should 
be made? I think you can get the information from the Secretary of 
Agriculture. I think vou can do it to better advantage than any other 
organization, You suggest it be done, but you do not say how it can 
be done. 

Mr. Sanpers. I will tell you a good joint way to get it done is to 
tell the Department of Agriculture that it must cut a certain amount, 

The Cuainman. We cannot make them do it. 

Mr. Sanpers. I know vou cannot, I suppose it is not a function 
of this committee. I was suggesting a way that I think it can be 
efficiently done, that is, tell the Department of Agriculture, if the 
over-all cut is to be 15 or 20 percent, tell them they must cut 20 per- 
cent, and to detail the cuts they say should be made. Then as soon 
as those are announced, the various segments of the Department that 
are hurt and know they have just cause will immediately come to us 
on the side. They do not get the permission of the Secretary, but 
that is the normal thing to do, because we have friends in the Depart- 
ment. We have not only friends, but we have agencies and functions 
that we are anxious to maintain. If they come to us and present their 
troubles under this cut, then we will easily understand it. That is 
one of the best ways of making a cut, it seems to us, that is, getting 
a careful consideration of the cut by outside agencies who are inter- 
ested in agriculture. 

The CuarrmMan. You realize that this committee itself cannot 
make cuts or initiate cuts. The Appropriations Committee has that 
primary responsibility. Have you gone to the Committee on Appro- 
priations and emphasized the importance of this cut? 

Mr. Sanpers. Yes, as a part of the whole program you people 
have to work up. That is the reason | presented the two pages on 
the necessity of cutting nonessential items, 

The CuarrmMan. Have you gone before the Committee on Appro- 
priations to urge these cuts? 
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Mr. Sanpers. We most certainly will do that; yes, sir. We cer- 
tainly will do that. 

Such general cuts perform the decided service of being a good 
means of weeding out in the present emergency activities that are 
least permanently needed. If this advantage can be obtained and 
we can still prevent doing serious damage to important functions by 
means of the use of special funds suggested above, we shall have 
accomplished desirable ends. 

We recognize that the equivalent of the flexibility of the free fund 
suggested above could be obtained by making over-all cuts for each 
- “the several departments and permit the Secretaries or heads of 

ach agency to distribute the cuts within his organization as he sees 
fit. 

We would therefore recommend that Congress give most careful 
consideration to providing free funds for relief for damaging cuts 
whether cuts are made selectively or across the board. 

Loopholes in the present tax system should be closed. We believe 
that no income should escape just tax liability, and especially is that 
true at a time like this. Unfair tax privileges are demoralizing and 
can cause undesirable economic trends. Furthermore, the Govern- 
ment needs every possible cent of revenue that it can raise now. One 
very important function of your committee, it seems to us is, therefore, 
to hunt out all of the numerous existing loopholes and to close these 
in equity to all taxpayers who cannot or have not taken advantage 
of these escapes. 

At our last annual session the Grange adopted a resolution favoring 
the elimination of tax exemption on the income from State and local 
bonds. In a period of heavy taxation these bonds are a haven for 
those who wish to escape the heavy burden of the Federal income tax 
Especially it is believed that the very wealthy with large funds to 
invest use this escape. The gain to local and State governments from 
the tax exemption is much less than the loss in tax revenue, to say 
nothing of the bad moral and social consequence. 

We agree that when the savings of farmer cooperatives are retained 
as unallocated reserves and in such a form that the patrons do not 
pay taxes on them, these reserves should be taxed in the hands of the 
cooperatives. But we are opposed to the taxation of patronage 
refunds, whether received in cash or reinvested in the cooperative 
for the farmer. 

Mr. Mason. Would you mind pausing there for a question? 

Mr. Sanpers. No, sir. 

Mr. Mason. Is not that practically the same stand that the Farm 
Bureau has taken for the last 2 vears, first in the ir Chicago convention 
a vear ago last December, and again down in Dallas, Tex., this Decem- 
ber? 

Mr. Sanpers. I believe that is the case. 

Mr. Mason. It is practically the same stand on the taxing of 
reserves of co-ops that the Farm Bureau has taken 2 years in succes- 
sion, and those are the two largest farm organizations in the country. 
They say, “We are willing to go that far.”’ 

Mr. Sanpers. I think, Mr. Congressman, that we also have taken 
that stand for the past 2 vears. 

Mr. Reep. I would like to ask a question right there. Is the Grange 
generally opposed to the farm co-ops? 
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Mr. Sanpers. I beg your pardon? 

Mr. Reep. I belonged to the Grange for 50 years. Is the Grange 
generally throughout the country against the farm co-ops? 

Mr. Sanpers. No, indeed. I do not know how we can be any more 
favorable than we are to the farm cooperatives. It is true that the 
Grange is not to a large extent directly interested or promoting a 
specific co-op. In other words, we do not own or operate cooperatives 
as a part of the Grange organizations and its functions. But we are 
at all times very favorable and anxious to do anything we can to 
promote sound cooperative movements among farmers. 

The Cuarrman. | would like to have a little light on what vou mean 
by “unallocated reserves.”’ What would be the difference between 
unallocated reserves which come from profits of the cooperatives and 
any other profits, allocated or unallocated, from any other business? 

Mr. Sanpers. If a co-op builds up a reserve to build its eapital 
higher, but does not assign a specific stock ownership to an individual 
cooperator, that would be unallocated reserves. That is, if they 
build up their capital without assigning a stock ownership to an 
individual. To illustrate, during the past vear | have traded con- 
siderably with a co-op in Greenbelt, a store, and | recently had a 
notice from the store that if 1 had saved my receipts from the pur- 
chases of groceries and had sufficient receipts to entitle me at 4 percent 
on the receipts to a $10 share, they would assign me a $10 share. 1 
would consider that retaining the profits of the co-op, and allocating 
them to individuals. 

The Cuatrman. When they allocate the profits to individuals and 
do not pay them to individuals, then what is the tax treatment of such 
profits? 

Mr. Sanpers. If they allocate the $10 to me, then T should put 
that in my income tax and pay personal income tax on it. 

The Cuatmman. If they do not allocate it, what would be the 
tax treatment? 

Mr. Sanpers. That is what they did do, because I did not save my 
receipts. They will undoubtedly put that $10, if T had that much 
at 4 percent of my purchases, in their reserves, and they should pay 
taxes on that under the policy that we have advocated here. 

The Cuarrman. As I understand you, then, profits made by farm 
co-ops, allocated or unalloeated, in the form of reserves or not, should 
be subject to tax the same as other corporations? 

Mr. Sanpers. Certainly. Thev should either pay taxes in the 
hands of the individual cooperators as income tax or in the hands of 
the cooperative itself. In other words, they should not escape 
taxation. 

The Cuatruan. If they allocated to the stockholder in the form of a 
reserve, becure they pay taxes, would it not be different treatment 
than for stock in a corporation? In the first place, the corporation 
would pay tax on the profit, and when vou receive the dividend it 
would be taxed, too. Do vou favor the same form of taxation as far 
as the co-ops are concerned, or do vou not? 

Mr. Sanpers. What do you mean? 

The CuarrmMan. For instance, when the co-ops make a profit which 
is withheld, that is the end of it. There is no tax to the cooperative. 
But if they pay out part of those profits in the form of dividends to 





422 REVENUE REVISION OF 1951 
you as a stockholder, then you favor a tax on your dividends, like a 
stockholder in a corporation? 

Mr. Sanpers. When you ask me, you ask me is the Grange in favor 
of that? 

The Cuatmmman. That is right. 

Mr. Sanpers. I am going to ask Dr. Halverson, although I think 
I know the answer. I would ask him to answer that, if | may. 

Mr. Hirverson. I do not believe we can say that the position 
we take is that the corporation tax should be applied to cooperatives. 
Cooperatives for one thing are a different type of business organiza- 
tion to some extent. Our main point is that any income that comes 
to the co-ops should be taxes in the hands of the co-op or in the hands 
of the patron. If it is paid out to the patron in cash, he is supposed 
to pay income taxes onit. If it is paid out in the form of a stock certifi- 
cate, the patron is also supposed to pay tax. Or if there is a notice that 
he has a certain share of the reserve, the patron should pay the tax. 
Some co-ops hold back a certain amount of money which they do not 
notify the patron of, and neither of them pay taxes. We feel that is 
escaping taxes under the present svstem, and we believe that such 
funds should be taxed. There is more of the co-ops than this reserve 
business, but it is too complicated to go into here. But we feel that 
there should not be any income that completely escapes taxation, 

The Cuainman. As | understand it, vou do not put profits of co-ops 
on the same basis, as far as taxation is concerned, as you do profits 
of other corporations. If vou do it, tell me how you do it. I say 
that because we are faced with letters by the thousands saying, 
“Why tax us who are already heavily taxed, and let those who are in 
competition with us in business just across the street get off with a 
lighter tax than we do?” Unless we can get that out of their minds, 
or assign some good reason for it, it makes it that much more difficult. 

Mr. Hanvorson. | think our position would be this: That the 
taxation of cooperatives should be on the same basis as partnerships 
and proprictorships, so that the corporate businessmen who complain 
about the double tax should also complain about the partnerships 
and proprietorships. We do believe that the cooperatives should be 
on the same basis as the partnership, where all the money is taxed 
as the Income of partners. 

The Cuarrman. But you are not partners. If vou are partners, 
you can hold each responsible for his part of the business losses. If 
vou incorporate, vou are immune from that. They cannot hold vou 
individually. By incorporating vou get advantages that a partner- 
ship does not get. 1 think you can see the distinction there. 

Mr. Hanvorson. Certainly. That is one reason why we have 
been willing to go this far, to have the unallocated reserves taxed. 
But the policy of Congress for a number of years has been to promote 
farmer cooperatives, and the advantage that exists is very small, as 
indicated by the fact that 50 percent of the cooperatives are taxes the 
sume as Other corporations, 

The Cuatrnman. Now, as I understand vou, veu are willing to go 
part of the way, but are not willing to put vourself in exactly the 
same situation, so far as taxation is concerned as other business 
corporations. 

Mir. HAtvorson. As said, a cooperative is different from a corpora- 
tion. A partnership is not like a corporation. There are differences. 
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We maintain that money invested in a cooperative is more like 
money loaned for interest. It is not the same as investment in a 
stock, because there the profits are unlimited, and they have been 
in recent months very high—15 percent after taxes. Most of the 
money invested in cooperatives is more like loan money to the coop- 
erative. The people invest their money for the services and not for 
the profit. There is a big difference between a cooperative and 
corporation, just like between partnerships and corporations. 

The Cuairman. L ask you if you are or are not in competition with 
corporations which must pay heavier taxes than vou, direct competi- 
tion in the same business, handling the same goods, and if so, is that 
right? 

Mr. Hatvorson. If it is right to have partnerships and proprietor- 
ships in competition with corporations, it should also be right to have 
——-* in competition with corporations. 

The Cuairnman. You want to be both a partnership and a corpora- 
tion, but vou cannot be both. As far as taxes are concerned, you 
should be either a partnership or a corporation, and not get all the 
benefits of both. I do not think that is right, and I do not think 
you can defend that. 

Mr. Sanpers. Mr. Doughton, our position there would be that a 
cooperative concern is nothing more than the membership doing 
business for themselves just like two partners. 

The CuarrmMan. A corporation is in business for itself and for the 
stockholders. 

Mr. Sanpers. They do not do business for themselves. A man 
buys a share in a concern, and he expects to make as much profit 
as possible out of his investment. Now, farmers when they invest 
in a co-op stock actually get only a flat interest rate out of their in- 
vestment. All they are undertaking to do is to join themselves 
together to do their own business; that ts, do business for themselves, 
just like two of them in partnership would be doing business for 
themselves. 

The CuarrmMan. Let me ask vou right there, are they in competi- 
tion with other people doing business with the public? 

Mr. Sanpers. The cooperative law permits them to be classified 
as a cO-opin most cases and most States provided that they should not 
do more than 50 percent with nonmembers. Now, to request a co- 
operative store, such as the one | illustrated, to ask me when I go in, 
when they have goods out on the shelf for sale, “Are you a member?” 
and if I say ‘‘No,” they say, “No, we cannot sell you any goods unless 
you buy our stock,” it seems to me that would be an unreasonable 
thing to ask co-ops to do. But it is very reasonable for the co-op 
to say to me after I have traded a certain length of time that I should 
be allowed the patronage dividends whether I am a member or not, 
provided I am willing to take it out in the form of stock. Now, a 
co-op is nothing in the world but a group of people doing business 
for themselves, instead of hiring someone else to do it. 

The Caarrman. The stock ts taken out of profits; is it not? 

Mr. Sanpers. The interest paid on stock is taken out of the gains 
of the concern, yes, but that is always a flat interest, not a profit. 
That is, a profit in a corporation is a variable income. 

The Cuairman. What good is it to take stock unless it is of some 
profit to you? If it is out of profit, then why should not somebody 
pay taxes on it? 
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Mr. Sanpers. They do pay taxes. 

The Cuairman. Iam not debating this question at all. Iam asking 
you this so I will know the answers when this matter comes to a vote, 
and to aid me in answering the letters I get on this subject. 

Mr. Sanpers. Most of the letters we get, and most of the com- 
plaints we get like that are not intended to see that there is a more 
equitable system of taxation, but they are just against cooperatives, 
period. 

The CuarrmMan. I do not think so at all. 

Mr. Sanpers. A lot of them are, a great deal of them. The organ- 
ization that is constantly fighting co-op taxation is certainly of that 
type, the NTEA. 

The Cuairnman. All they ask is that the co-ops be placed on the 
same level and pay the same taxes that they pay, because they are in 
competition with them. I have never had one make the complaint 
that vou have made to me, that they are against co-ops. They hav: 
no objection to the cO-ODps, but they do want them to pay the same 
taxes as they pay. If vou will answer this question of whether they 
have a just complaint, then I will know how to cast my vote on this 
taxation. Whether we do any thing about taxing co- ops or organiz: 1- 
tions of that kind in the same way as corporations we will determine 
later, but right now I am asking this information from the source 
which I think has the reliable information. 

Mr. Sanpers. All I could say to that, Mr. Doughton, is this: 
We are undertaking to say to this committee that we do not believe 
that any of the gains that come from cooperative effort should escape 
taxation; that if it Is retained by the co-op and put into its unallo- 
cated reserve, that is unallocated from the standpoint of allocating it to 
specific co-op owners, then it should be taxed in the hands of the co- 
ops, just like any other gain from an enterprise is taxed. But if it is 
allocated to the individual cooperators because of the nature of the 
co-op concern, namely, it is an organization that intends to do business 
without any profits—in other words, if it is a selling organization, it 
sells the commodity, charges the cost of selling it, and turns the net 
gain or the amount that is left over back to the cooperators as an 
income to the cooperator, a personal income at which place it should 
be taxed. 

The gains that come from cooperative efforts should all be taxed 
either in the hands of the cooperative itself, or in the hands of thi 
individual owners of the co-op. We are not undertaking to say that 
the complaints vou get are not justified. We would have to take 
individual cases and answer them. All we are trying to say to you 
is that we do believe that cooperative gains should not escape taxation 

The CHatrmMan. Let me ask you right there, what is the definition 
of a gain or profit in your ease? 

Mr. Sanvers. A profit is a payment for investing in a concern and 
assuming risk, and that may vary from anywhere below nothing clea: 
op up, as we have had in the last quarter, 42 percent before taxes on 
the invested capital in some of the industrial concerns of this country 
The profits from corporations in this country before taxes amounted 
to about $42,000,000,000, which was a very large percentage on thc 
invested capital. A profit is simply a payment for the taking otf 
those risks. They vary widely. 
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The Cnarrman. Of course, you take a risk when you go into some- 
thing, but you are willing to take that risk for the sake of the profits. 

Mr. Sanpers. Profit is payment for the investment. 

The Cuarrman. The corporations all have gone into business to 
earn a profit on the investment, or to earn a livelihood, and in doing 
that vou take a risk. I do not think you can go into a corporation 
and avoid taking a risk. 

Mr. Sanpers. All I was undertaking to do was to answer your 
question as to what the differences were in profits and gains of co-ops. 
I was undertaking to say that under the corporate form of organiza- 
tion, profits are simply returns that a man gets, based on the total 
amount of money he has invested, whereas in a co-op, the returns 
that a man gets are not proportional to his investment, but in pro- 
portion to the patronage that he gives the co-op. In other words, 
returns are allocated back on the basis of the total amount of business 
I do with the co-op, and not on the basis of how much stock | own 
im it. 

The CHarrMan. But he goes in for the purpose of benefit either in 
the things he must purchase or the sale of things he sells, for the 
purpose of saving or making money. That is the purpose of the man 
going into the co-op, is that right? 

Mr. Sanpers. Yes. 

The CuatrMan. Then if that organization makes a profit, the ques- 
tion is whether that business should pay taxes on the same basis as 
corporations. [am seeking information. You say that everybody 
should pay taxes and make sacrifices until it hurts, but to me it looks 
like there must be some reason somewhere why co-ops are not paying 
the same taxes as corporations. 

Mr. Sanpers. We think vou are definitely wrong in that viewpoint. 
If the policy is set right, we believe that the co-ops should pay on all 
the gains. Notice, Lam using “‘gains.”’ JI do nat think that vou can 
classify the gains from a cooperative as profits, because they have no 
relationship to the investment. A man’s return from his member- 
ship in a cooperative has no relation whatever to his investment, 

The Cuarrman. If that is not a distinction, | never heard one. 

Mr. Mason. Will vou yield there? 

The Cuarrman. | cannot get through my mind at all that a gain 
or profit from business is not the same. 

Mr. Mason. Will vou vield there? 

The CHatrrMan. Yes 

Mir. Mason. You dealt with the Greenbelt store? 

Mr. Sanpers. Yes. 

Mr. Reep. It is a consumers co-op? 

Mr. Sanpers. Yes. 

Mr. Mason. You are not a stockholder, are vou, hor do you belong 
to the organization? 

Mr. Sanpers. No, sir. 

Mr. Mason. At a certain time they said, “If vou will show me the 
receipts of the merchandise you bought, we will cash in on that by 
viving you are share in the business,”’ did they not? 

Mr. Sanpers. A S10 share; ves. 

Mr. Mason. Did they make a gain or a profit on your business? 

Mr. Sanpers. They made a gain. 
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Mr. Mason. They made a gain, but you did not have anything 
invested in it? 

Mr. Sanpers. No. 

Mr. Mason. So they must have made a profit on the business they 
did with you, even if they did not make a profit on the business that 
they did with their own patrons. 

Mr. Sanpers. Yes. 

Mr. Mason. All right. We have that part. 

Now, | want to point out this, that vou did not save your receipts, 
you did not bother about that. How many hundreds of others that 
bought in that store did not save their receipts and did not bother, 
and therefore got nothing in the shape of dividends or returns? 

Mr. Sanpers. | think the question you have in mind is where did 
that money go. 

Mr. Mason. No; I am just trying to get the picture before this 
committee that co-ops in general do business with other people, not 
their own patrons, not their own whatever they call them, and there- 
fore they at least make a profit off that. 

Now, IT will quote vou. The Grain Corp., a co-op, a tax-free co-op 
in Enid, Okla., did more than $1,000,000 worth of business with Uncle 
Sam in storing his grain, and so forth, and they voluntarily said, 
“Because we are doing business with vou, and you are not a partner, 
we will hand out” and they voluntarily said they would hand out in 
taxes, although there is no tax liability against them on the business 
with vou for about $900,000, 

Mr. Sanpers. In other words, they volunteered to pay taxes. 

Mr. Mason. Yes. 

Mr. Sanpers. [am personally acquainted with the manager of the 
co-op that vou are speaking about, and | am sure that the membership 
of that co-op gained by the business in nonmembership. But here is 
what wou will find. - A co-op, to be legally organized and properly 
recognized as a co-op, has to offer such gains to members, 

Mr. Mason. Then the member gets a gain on something he has 
not invested in. He is getting a gain because he is a member. 

Mr. Sanpers. | should say to nonmembers who patronize them, 
just as the Greenbelt store offered me the stock and offered to make 
me a full-fledged member, if | had kept my receipts. 

Mr. Mason. And vou would have had to pay an income tax on this 
piece of paper which said you owned stock on that, and you would 
never be able to cash that stock. 

\Ir. Sanpers. That is right, and IT would not want to. All T get 
out of the stock in the co-op is a flat interest rate, not a share of the 
business. The only way I can get gains out of the co-op is to patronize 
the co-op. In other words, it is a method of doing business for yourself, 

Mr. Reep. If you get a money gain, vou pay a tax on it? 

Mr. Sanpers. Certainly. If I get an interest that I get on that 
$10 stock, and it is 4 or 5 percent interest, | should report it on my 
income tax and pay it. And if I trade with them and they give me 
$100 patronage dividend at the end of the vear, then L most certainly 
should report that and pay income taxes on it. 

Mr. Resp. Co-ops are legal entities, are they not? 

Mr. Sanpers. Yes, sir; they are set up by law passed by Congress. 

Mr. Reep. What it amounts to is simply this: A farm co-op 
markets their products to advantage. 
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Mr. Sanpers. That is right. 

Mr. Reep. Some of us, | do not know about the rest, have been 
deluged with protests against double taxation of dividends. Those 
same people today that are hollering about that want us to blow hot 
and cold. The only reason or excuse for the double taxation of div- 
idends, moral or otherwise, is the fact that the Government needs the 
revenue, and it amounts to about $800,000,000 a vear. That is a lot 
of money, and they are not going to give it up. But at the same time 
they turn around, and they have these lobby organizations, and great 
big enterprises that vou think are being hurt by the little farmer 
cooperatives are contributing to this set up, I call it a racket, to the 
tune of $500 contribution each. You can go into the Congressional 
Record, and you can find pages of those contributions of people who 
want to crush the farm cooperatives. In other words, the cooperative 
was built to protect the farmer against these unconscionable com- 
missionmen in the big cities. In my district I do not know what shape 
the farmers would be in if it were not for the farm cooperatives. 
There was a time they had to ship their products to New York City 
and they would later get a bill for the freight and that is all. , 

When the cooperatives came along, the buvers came to the farm 
co-op and laid the cash on the barrel head for the farm products. At 
that time, the farmers commenced to pay for their farms and get 
out of the red. Generally speaking, they are prosperous there. 
They could not market their grapes or other products at a profitable 
price were it not for the farm co-ops. 

The co-ops are not cheating anybody. When the co-op patronage 
dividend is passed along down to the patrons, if they fall within a 
tax bracket they pay their income tax the same as anybody else. 
As far as Lam concerned, | am not going to inflict co-ops with double 
dividends. Now the lobby racketeers are making another drive to 
cut the throat of the farmers. They did it the last time and we 
defeated the purpose, that is, to take out 10 percent withholding on 
dividends, including the patrons’ dividends, clear down to 5, 7, S10, 
or as low as 50 cents. The farmer would have to take out the 10 
percent whether or not he owed a Federal tax. The farmer would 
send it to the Treasury, and maybe in a year get it back, or maybe 
he would not vet it at all. , 

This group that is making this fight is out to cut the throat of the 
farmer, and put him in the hands of those big elevator enterprises in 
the Northwest. And they are financing the racket; there is no ques- 
tion about it. It is about time we give the farmer a break. He has 
more hazards in his line of business by a thousand percent than any 
other line of business that I know of; is not that true? 

Mr. Sanpers. | certainly agree with you. I would like to say 
with respect to taxing co-op patronage dividends by withholding, 
such taxation would have no relationship whatever to the income of 
the farmer, 

Mr. Reep. Pardon me. He would have that withheld on his 
patronage dividend whether he owed any income tax at all? 

Mr. Sanpers. That is right. And it is purely income to the 
individual farmer, and not an income to the co-op. It is simply 
what is left over after the co-op has paid the cost of doing business 
when it handles the product of the farmer and sells the product at a 
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certain price, pays the cost of marketing and pays the entire difference 
back to the farmer. 

Mr. Reep. I will tell vou, the whole racket is simply to cut the 
throat of the farmer and put him back at the mercy of the individual! 
commission men. 

Mr. Sanpers. We believe there is a great deal of truth to what 
you are saying, that it is not an effort to get fair taxation, but an 
effort to destroy cooperatives. 

The Cuarrman. If Mr. Reed is through, I have another observation. 

An outstanding man in North Carolina has told me that there 
were some inequities as far as tax matters were concerned in the farm 
co-ops, and he believes those inequities ought to be removed. More 
than that, North Carolina as a State has recognized that there are 
inequities under the general system, and the State of North Carolina 
has passed a law dealing with the subject. If vou will get the law of 
North Carolina, vou will find out that it is not to destroy the co-ops 
and farmers by any means, but many people have recognized that 
there is a tax inequity there that ought to be removed. 

Mr. Sanpers. Mr. Chairman, that is exactly what | undertook to 
sav a While ago. 

The Cuarrnman. LT asked vou if you recognized any inequity there, 
and if so, What remedy would you suggest. 

Mir. Sanpers. The inequities are in this paragraph, namely, we 
believe that if gains from cooperative efforts are not allocated to the 
individual cooperatives, they should be taxed. That is one of the 
inequities we feel should be taxed. In other words, we believe that 
no gains from cooperative effort should go untaxed. That is about 
all we can say on this matter. But we do oppose bitterly this idea of 


implying that cooperatives are trying to get out of paying taxes and 
we believe that a vreat deal of the complaints, just as Mr. Reed has 
said, is not an effort to get fair taxation, but an effort to do as much as 


thev can to esiros CO-ODs. 

The Cuarrman. None of us would be in favor of doing that. 

Mir. Sanpers. I do not think so. 

The Cuarrman. The chief of staff of the Joint Committee on 
Internal Revenue Taxation, Mr. Stam, told me they have had a con- 
ference on this matter with representatives of the farm organizations, 
and that these organizations are opposed to doing anything. But 
I understand that is not vour position. 

Mr. Sanpenrs. Certainly it is not our position. That does not 
represent our position. We simply feel as we have told you clearly 
here. 

Mr. Jenkins. Were vou through with your statement to Mr. 
Reed? 

Mir. Sanpens. [ suppose so. 

Mr. Jenkins. In this connection, let us briefly outline the organi- 
zation of the co-ops so we ean see how they work. You do not even 
have to be a member of what vou call the national association in order 
to get the benetits of a Co-Op. 

Mr. Sanpers. National association of what? 

Mr. Jenkins. You do not have to be a member of the Farm Bureau. 

Mr. Sanpers. No. 

Mr. Jencins. Now, if IT want to get the full benefit of this program, 
I join the Farm Bureau Association. That is like joining the Grange 
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or some other organization. If that is all I do, then I do not get any 
benefits, and I do not patronize them, and I am just a member. But 
if I am a farmer in the community, suppose I am a milkman, | have a 
dairy, and I take my milk to the cooperative; they take all my milk. 
My milk runs me $200 a month. I take it or they come and get it, 
whichever they arrange to do. Now, 1 am on the way to get the 
benefit of my connection with a cooperative, am I not? 

Mr. Sanpers. Assuming you are a member of the milk co-op. 

Mr. Jenkins. That is right. 

Mr. Sanpers. Yes; you are. 

Mr. Jenkins. Now, I sell them milk at the rate of $200 a month. 
When do I get my pay? 

Mr. Sanpers. They will take your milk and suppose they process 
it and bottle it, and churn some of it and sell it in the form of various 
dairy products, and they come out with $300 instead of the $200 that 
they paid you originally, then they will take the cost of processing it 
out, the salary of the manager of the co-op, and the salary of the 
workers, and the insurance on their plant and the depreciation, just 
like any other concern, and they find they have $25 left above the 
$200 

Mr. Jenxins. Wait a minute. Suppose I do not want that. Sup- 
pose | want them to send me a check at the end of every month. 
Would they do that? 

Mr. Sanpers. That is exactly what they do. If they entered your 
milk as worth $200, because that is what another private creamery is 
buying the same milk for, then they would process that in any way 
and carry it through their marketing system, pay the cost that it cost 
them to handle it, and they have $25 left. 

Now, the private company would put that in profits, and that profit 
would be distributed back on the basis of stock owned by the stock- 
holders. But suppose you as a farmer sold to a private company; 
you would get your $200 and that ts all. But the co-op would take 
that $25 after paving all costs, and at the end of the vear they would 
give you a patronage dividend based on that $200 worth of milk, and 
vou would get $25. Actually vour income on which vou would pay 
taxes would be $225 instead of the $200 if vou sold it to a private 
company. 

Mr. Jenkins. What I am trying to get at first is this: If I insisted 
on getting $200 a month for my milk, then they would not consider 
me a member of the organization. Is that right? In order to be a 
member of the co-op and get the benefits of the co-op, must I turn 
my milk over to them and wait until they do the processing and see 
how much profit there is going to be? 

Mr. Sanpers. | am not sure | know the details, but I think the 
co-ops would pay you the same price for the milk at the time of 
delivery. 

Mr. Jenkins. Let us get over that business. Suppose I make $200 
and I go there and buy something. They get $200 worth of my milk, 
and it is put on the books at $200 worth of milk every month. | go 
in there and buy feed and things like that, which they sell, and they 
run an account for me. 

Mr. Sanpers. Gasoline, or any supplies. 

Mr. Jenkins. That is right, and they run an account with me. 
Then am | entitled to stock? If not, then what must I do to have 
stock? 
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Mr. Sanvers. Well, as I said, not all co-ops, but a good many of 
them do like I said the Greenbelt co-op does. They allocate those 
patronage dividends to you as a nonmember and at the end of the 
year they notify you that your patronage dividend amounts to enough 
to buy the stock. They are willing to give you that stock, and you 
can become a full-fledged member. 

Mr. Jenkins. Suppose I do not take the stock, and from the amount 
I have left, there then is a profit of $100; if L ask for the $100, I should 
pay taxes on it myself, shouldn’t I? 

Mr. Sanpers. Yes, if you did. Suppose you left it there. 

Mr. Jenkins. Suppose I left it there. 

Mr. Sanpers. And did not take the $100. 

Mr. Jenkins. And they give me a stock certificate, do they not? 

Mr. Sanpers. They would if you accept it. But if you would not 
accept it, they cannot do anything about it. 

Mr. Jenkins. Suppose I do not accept it. There is $100 there for 
me. 

Mr. Sanpers. What becomes of the money? 

Mr. Jenkins. That is what | want to know. 

Mr. Sanpers. They usually allocate the rest to the patrons who 
really own the stock on the basis of their patronage. ‘That is usually 
the way it is handled. In other words, if nonpatrons who trade there 
will not accept stock, and therefore become full cooperative members, 
then they allocate the gains proportionately to actual stockholders on 
the basis of patronage by the stockholders. 

Mr. Jenkins. Then the people who get the gains are supposed to 
pay taxes. 

Mr. Sanpers. They will pay taxes. 

\Ir. Jenkins. Then what more is there to tax? 

Mir. Sanpers. I do not see anything else to tax. In other words, 
it does not escape taxation. 

Mr. Jenkins. They have no more to tax but the real estate is taxed. 

Mr. Sanpers. And they pay taxes on the real estate, the same as 
anvbody else. 

Mr. Jenkins. But suppose they do this: Here is where I get 
complaints. Suppose there is a milk co-op and everybody patronizes 
it, and they have fifteen or twenty thousand dollars worth of surplus 
money, and nobody has come after it. It is in the treasury. They 
go to work then and they open a hardware store downtown some- 
where, and they let anybody, whether members or not, come in the 
hardware store and buy what they want, in direct competition with 
the hardware man downtown. In that kind of a case, they should 
pay taxes. 

Mr. Sanpers. They not only should pay, but they do. 

Mr. Jenkins. If that is the case, then they are being misunderstood. 

Mr. Sanpers. At one time | was on the board of directors of a 
cooperative concern in Stillwater, Okla., a local store that we organized 
that handled all kinds of hardware and groceries and gasoline. 

Now, we could not refuse to sell to a nonmember when he came there. 
[ believe the law says you must not do more than 50 percent of your 
business with nonmembers to be classified as a co-op. But that type 
of business did not amount to 50 percent. At the end of the year 
when we found that nonmembers had traded with us, and we said, 
“You can have $25 stock because your dividends as a patron are in 





REVENUE REVISION OF 1951 431 


here to that amount. We cannot give you patronage dividends unless 
you are a legal member of this concern. We are perfectly willing to 
give you membership because vou have more than $25 worth of pa- 
tronage dividends.”’ But the fact of the business is that few men are 
going to be so silly as to not accept the $25 stock. Then if they want 
to continue to trade, then they get the full patronage dividends in the 
form of cash, just like any other member does. 

Mr. Jenkins. And pay their taxes. 

Mr. Sanprrs. Yes. 

Mr. Jenkins. That is all. 

Mr. Reep. I just wanted to say that these co-ops are what they 
call farmer-owned CO-ODps. 

Mr. Sanpers. That is right. 

Mr. Rerp. Secretary Snyder was before us the other day and he 
was asked the question how much revenue was involved in all these 
co-ops, not only the farm co-ops but the others, assuming that they 
should be taxed. He said only $25,000,000. Our chief of staff of 
the joint committee, when he was before us last vear on the tax bill, 
and they figured very closely, said there was only about $18,000,000 
involved in the proposal to tax co-ops. 

Now, the purpose of these people in writing letters to businessmen 
all over the country is to get contributions from a sucker list. I had 
a businessman in my oflice the other day. He said, “‘] admit I have 
been a sucker. | have been paying to that organization.”’ He did 
not understand the situation at all. This lobby racket wants to cut 
the heart right out of the farmers by destroying the co-ops. ‘These 
racketeers claim in their propaganda that there is about S800,000,000 
in revenue involved, but there is nothing of the kind. They are 
dealing with lies. They are misleading the people. The quicker we 
straighten it out and take this stigma off the farmers, the better off 
we are going to be. 

The CuarrmMan. If there is no more than $18,000,000 involved, 
there is no argument. If that is all the business they do, there is 
nothing to worry about. 

Mr. Sanpers. Is it not a matter of principle rather than the 
amount? 

Mr. Reep. If vou will pardon me, the point is that these people 
who receive the patronage dividends from the Co-Ops throughout the 
country are paving their taxes. If they own real estate, they are 
paving the taxes locally. All that would be involved if they taxed co- 
ops as an entity would be $18,000,000, while we are pouring billions 
into domestic and also European rat holes. 

The Cuatreman. Unless there are other questions, T suggest vou 
finish your statement. 

Mr. Reep. Mr. Chairman, in order to have the record perfectly 
straight, let me read one paragraph of Secretary Snyder's statement: 

If collective buving and selling results in larger incomes to patrons or members, 
these savings enter into their taxable income as individuals 


And there was only §$25.000, 000 involved. Let us ke Dp that before 
the public. 
Mr. Sanpers That is exactly what we are undertaking to say. 
Mr. Reep. There is not even a principle involved. 
The Cratrman. Proceed with vour statement, please. 
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Mr. Sanpers. In the last several years certain business interests 
have taken on the cloak of tax-exempt institutions in order to avoid 
Federal income taxes, and certain tax-exempt institutions are engaged 
in business operation quite foreign to their purpose. We recommend 
that the income which these tax-exempt institutions enjoy from busi- 
ness or farming operations foreign to their primary function, be sub- 
jected to the Federal income tax. 

Depletion allowances should not be excessive as they are for certain 
products such as petroleum. Depletion allowances should bear a 
reasonable relationship to investment costs and to the probable life 
of the producing resource, and generally should not be in excess of the 
standard set by these. 

We favor tightening or greatly restricting the privileges of placing 
fortunes in trust for the benefit of several future generations in order 
to escape the estate and gift taxes. We urge that the exemption for 
these taxes be lowered and that the rates be raised. 

Personal income taxes must be raised still higher Even during the 
defense period, food production should continue at peak levels so that 
there will be sufficient food available for civilian consumption to en- 
able our working force to exert a maximum defense effort. During 
World War II per-capita food consumption actually increased by 
around 17 percent and this full supply of food was doubtless an im- 
portant factor in the extraordinary increase of industrial output. 
Production of certain other necessities will be maintained at a high 
level. Our tax program should be so equitably designed that people 
will have enough purchasing power without any subsidies to be able 
to buy their fair share of these items at reasonable prices. 

In connection with the income tax the 4-percentage-point increase 
in the tax rate at each bracket appears to us to be a satisfactory start- 
ing point May I say in this connection where we specify a given 
concrete figure like this, we do not feel that we are sufficiently expert 
in details of taxation matters to know that this ts the figure that should 
be put into force. We simply use it here to illustrate the fundamental 
principle. Later we believe that personal income taxes will again 
have to be raised and the advantage of splitting income offset by a 
more rapid rise in the graduated rate at the point where splitting be- 
comes more advantageous. We favor the lengthening of the short- 
term capital-gains period to 12 months and the increase in the alter- 
nate effective rate to 374 percent. 

Excess-profits taxes should be raised. In view of the current cor- 
por ation profits, we feel that even with an increase in the tax rate to 
55 percent that corporation profits after taxes will still reflect a rate 
of return on investment equal to the level of the previous historical 
peaks. This remaining rate of profits should even then be attractive 
to investors in the face of extremely low returns in money invested 
in bonds in an inflationary period such as the present. 

We believe also that raising the over-all ceiling in the excess-profits 
tax to 70 percent is justified and is consistent with the policy of using 
an excess-profits tax. 

We believe that selective excise taxes to absorb the surplus pur- 
chasing power of people who are willing to pay for unnecessary durable 
goods and luxuries is an equitable form of taxation, that is, under an 
emergency such as we have now. 
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Also, suc h taxes help capture the tremendous profiteering that some- 
times arises in a money-swollen economy that is also short on goods. 
Our economy is far better off at times like these if people, materials, 
and machinery are employed in the production of the necessities of 
life and in defense-essential goods. For this reason we are highly 
in favor of excise-tax increases on any and all goods the supplies of 
which it is desirable to restrict. This list should be carefully selected 
and should be as inclusive as possible without doing injury to the war 
effort. 

We object to the increase in the Federal tax on gasoline used in 
necessary production, either industrial or agricultural such an in- 
crease of tax on gasoline would serve no useful economic function 
but would increase the cost of food production and actually be intla- 
tionary. It could, if sufficiently heavy, seriously impair our produc- 
tion for defense purposes. We likewise believe that no benefit can 
result from an excise tax on any goods that are used for necessary 
defense production. Under the 1950 Defense Production Act no 
price ceiling can be set on farm products that is below parity. To 
put excise taxes on any of the costs that enter into the determination 
of parity would therefore be detrimental to the best conduct of price 
control and the defense effort. 

Mr. Minus. Mr. Sanders, as I understand your statement, gen- 
erally, you are endorsing the recommendations made by the Secretary 
of the Treasury to this committee a few days ago as to the methods of 
raising additional revenue. You take exception with regard to gaso- 
line and such other items as may enter into the determination of par- 
itv, but aside from that, generally speaking, you are endorsing the 
proposal made by the Secretary of the Treasury. 

Ir. Sanpers. I think that would be the case, ] mean as a general 
thing. We would not favor excise taxes on any of the costs that enter 
into defense production. There is no point in collecting a tax and 
charging the cost in and selling the goods higher. It would tend to be 
inflationary to that extent. We feel that these excise taxes should 
be selectively applied to the nonessentials. 

Mr. Minus. Mr. Sanders, | want to congratulate you on your state- 
ment. I think it is a very good statement and I am pleased to know 
that the organization vou represent takes the position it does. You 
have been rather specific with us about most of the points covered by 
the Secretary of the Treasury. 

Now, let me ask you a question about this business of economizing, 
which we are all interested in, and certainly on this committee we are 
interested in every economy to be made in the budget that can be 
made. Ihave studied the matter a little bit, and I know you have as 
others have. I am just a little bit concerned about the over-all 
problem of making these reductions and without getting you down to 
too many details, I thought you might be able to help me some. 

As IL look at the budget submitted by the President, 1] find there is an 
over-all amount of some $71,600,000,000 requested. There are three 
items in that budget, the Military Establishment, interest, and 
Veterans, constituting $52,200,000 000. 

Now, I presume that in your statement to us about reductions you 
are not conveying the thought that any one of these three items could 
be reduced; is that right? 
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Mr. Sanpers. I would think not. No, sir; I do not see how they 
could be. 

Mr. Mitus. That would leave us approximately $19,400,000,000 
involved in all of the rest of the items included in the budget, foreign 
aid, and all the rest, 

Now, if the Congress should attempt to make such a reduction, that 
would give us something less than $5,000,000,000 of savings. Now if 
we did reduce by 25 percent, I presume we would have to apply such 
a reduction to the 2 percent of the over-all budget set out for the 
Department of Agriculture and for our farmers. I have been 
puzzled as to how we could make a reduction of 25 percent in the 
amount requested for the Department of Agriculture. 

As you know, that over-all amount in the budget for the Depart- 
ment of Agriculture is $1,429,000,000,. It is made up of these items 
and let me, just for the purpose of the record, state those items: 
$504, 000, 000 


Farm price support and related programs 
367, 000, 000 


Agricultural land and water conservation 
Rural electrification and rural telephone lines 269, 000, 000 
Farm ownership and operational loans 141, 000, 000 
tesearch and other agricultural services 148, 000, 000 

Now, I have just totaled those figures and they do add up to 
$1,429,000,000. If we reduce the Department of Agriculture by such 
an over-all amount of 25 percent, is there not a possibility that we will 
be doing great injury to the price-support program, to the agricultural 
land and water conservation program, to the rural electrification and 
rural telephone program, and will we not perhaps impair the farmers 
in their ability to obtain loans to produce the crops of food and fiber 
so essential in the war effort? 

Mr. Sanpers. Of course, any time you cut the departments such 
as the Department of Agriculture, which we believe, in the main, is 
performing useful functions and efficient functions, vou are bound to 
hurt these functions. But we believe in times like these the Depart- 
ment of Agriculture should be cut, for two reasons: First, to save, 
if it is selectively done, so that we can put more energy directly into 
defense and defense production; and second to get experienced Gov- 
ernment workers for defense agench s. 

Now, we do not believe that it is wise to cut the Department of 
Agriculture to where vou would reduce the total food output. Ws 
actually need and consume more food during wartime when the old 
people and the people who are normally not emploved are employed 
and they eat more food and everybody else probably cats more food 
because they work harder and work longer hours. But there certainly 
must be a lot of places in the Department where vou could by studying 
in great detail, and where vou could say to cut this would not greatly 
impair immediately our defense effort. 

Mr. Minus. But we would end up by reducing the amount of 
money which is contained in the budget for price support, for instance 

Mr. Sanpers. I doubt very much whether we need very much 
farm price-support money unless we make the fate! mistake of setting 
the retail ceilings of food so low that when the distributors take a 
normal margin the tendency is to push prices down below parity. 
I do not think we should do that. That would be a fatal mistake, 
I think. 
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Mr. Mirus. You know more about it than I do. T am sure you 
keep up with it perhaps better than I can, but IT understand that most 
of our agricultural commodities, not dollarwise but at least by num- 
bers of crops, are under parity right now. If vou do away with this 
price-support program, is there not the possibility that those prices 
might go even lower than they are today? 

Mr. Sanders. Some of them undoubtedly will, but during war or 
during the time of a defense ettort such as this, prices of agricultural 
products, taken as a whole, are very likely to be up to a much more 
reasonable level than during peacetime. If no artificial ceilings are 
placed at the retail level, that pushes the prices downward. | would 
not expect them to need a great deal of price-support money. 

Mr. Minus. You think we might be able to get by on the 8375,000,- 
000 instead of the $504 000,000 which would be a 20-percent reduction 
in that item? 

Mr. Sanpers. Obviously, I would not be able to answer that 
definitely, but I think it could be reduced; ves, sir. 

Mr. Minus. But do vou not know, of course, that the law is manda- 
torv? What would happen to the Seeretary of Agriculture if he did 
not pay these support prices required under the law? Now, he does 
not have the discretion. He says this is the amount he needs to 
carry out the law passed by Congress. What will he do? What 
can any of us do if that amount of money is needed to carry out 
existing law? 

Mr. Sanpers. Obviously, if the prices are pushed down below 
that level, that support level, by the means I have suggested, I believe 
that would be about the only thing that would push them down. 

Mr. Minus. What is the view of your organization about this 
amount for agricultural land and water conservation? That is a 
PMA program, | understand. Do you think we can do away with 
that program now”? 

Mr. Sanpers. No; I do not think we can do away with it, but I 
imagine that a certain amount could be cut from that. | am quite 
sure we did cut it, the previous Congress cut some from it, a consider- 
able sum. 

Mr. Minus. | understand this is determined months ahead by the 
acceptance by farmers of certain soil practices. They do a little bit 
more than they would do otherwise and in return for doing it, under 
the law, they receive payment. We could not reduce that after con- 
tracting with the farmers to make payment. 

Mr. Sanpers. No, there is that kind of rigidity in there. I think 
we ought to fulfill our commitment. 

Mr. Mitus. We might not be able to reduce that $367,000,000 very 
much then. 

Mr. Sanpers. I must say that I have not studied it enough to 
answer it in any detailed way. 

Mr. Minis. Do vou think we can afford to reduce this rural 
electrification and rural telephone line amount, $269,000,000? Do 
vou think that is all needed? 

Mr. Sanpers. It is all needed, sir; but if copper becomes exceed- 
ingly scarce or wire becomes scarce, we might have to cut it like we 
did during the last war. 

Mr. Miuus. The result will be the same as a reduction, whether we 
make it or not. If materials are short, they will not use them. 
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But would your organization support us on the floor if the Congress 
should endeavor to cut this back, say, in half? 

Mr. Sanpers. I could not say that, because I would want to discuss 
that with our organization leaders. But | do know that our organiza- 
tion will support a general cut in the Department of Agriculture and 
we would like to come in and specify in detail where that cut should 
be made, if we are asked to do that. We would prefer to say that we 
would rather see an over-all cut arid leave the details of the cut up to 
the Department of Agriculture with some sort of flexible way of 
relieving hardships. If the Congress makes specific cuts in these fiv: 
categories, then we would say you ought to give some freedom or 
flexibility to the Secretary of Agriculture by way of a special fund to 
relieve special places where the cut is not justified. 

Mr. Minus. Mr. Sanders, this committee espec ‘ially is opposed to 
delegating authority to executive departments where it may be pos- 
sible for us to exercise our own responsibilities. I do not know 
whether the Congress would want to delegate to the executive depart 
ment this responsibility of reducing expenditures. It would be much, 
better for the Congress to assume the responsibility anyway, would it 
not, in the first instance? 

Mr. Sanpers. I do not know whether it would be better or not. | 
do believe the heads of the various executive departments, if they 
made a sincere effort to cut in the various portions of their depart- 
ments, would be able to do a better job than the Congress. 

Mr. Minus. What if we tell the Secretary of Agriculture to cut this 
appropriation by $300,000,000 and he takes it out of agricultural land 
and water conservation and rural electrification; do you think the farm- 
ers will support him? 

Mr. Sanpers. | would say that if you have a fear that such things 
might occur, what you might do is to cut selectively and then giv: 
him 10 percent of the total cut to take care of hardship cases. He 
would have to respect your selective cut and then have 10 percent to 
relieve special places where cuts hurt very badly. 

Mr. Minus. We would not want him to cut this money that is 
available for operational loans. We would want the farmers to have 
sullicient money available to make their crops. 

Mr. Sanpers. Yes; it would be very important not to restrict the 
production credit that a farmer needs, of course. 

Mr. Minus. It is very important in this defense effort. 

Mr. Sanpers. Yes. 

Mr. Minus. We would not want him to have the discretion, in my 
opinion, that would permit him to reduce that. He might say, 
“Here Congress permits me to reduce operations and we are not going 
to make these loans.” If we gave him too much discretion, he might 
do that. It would put the farmers in my country in pretty bad shape, 
because they might have to borrow some money this year because we 
have had the boll weevil in the last 2 vears and the farmers have gotten 
very poor crops. 

\[Ir. Sanpers. We would be far better off if the Nation and the 
Congress had implicit faith in the executive department and the execu- 
tive department had the same kind of faith in the Congress. 

Mr. Mirus. 1 understand that this figure for loans is already a lot 
lower in the budget than some groups of farmers have indicated will 
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be needed for the coming year. How, we may have to increase that 
amount actually. 

I mention all of this because I wanted your advice on how we might, 
if we applied reductions in the departments, apply it to the Depart- 
ment of Agriculture. If we apply a reduction of 10 percent, we would 
have to apply it to the Department of Agriculture, would we not? 

Mr. Sanpers. I do not know about that. It would seem to me in 
your selective cutting you might cut one department even more than 
another. 

Mr. Mixus. On selective cutting, but where we tell the department 
itself that the President wants them to make the reduc ‘tion, we would 
have to apply the same rule across the board. If we are going to give 
away our rights to do it under the Constitution, we are going to aban- 
don our own responsibility and delegate that authority. 

Mr. Sanpers. Yes; | would think that you could, if you made 
selective cuts in a given department you should make them in all 
departments. Then if vou gave a special hardship fund, such as | 
have suggested, to the departments, 10 percent of the total eut, why 
probably it should be applied and given to each department simil: uly. 

Mr. Mius. Is this position which vou take pretty well the position 
of the other national farm organizations such as the American Farm 
Bureau? 

Mr. Sanpers. I take it those organizations will testify. But it is 
my impression, | believe, that the other organizations have supported 
a general cut in nonessential expenditures. 

Mr. Minus. They are all for as much economy in government as 
we can have, including the Department of Agriculture? They do not 
eliminate that Department from their suggestions for economy where 
economy can be made? 

Mr. Sanpers. I think the farm organizations realize that if we do 
not make such economies as this, it will be taken out in the form of 
inflation and that will be much worse. It will be taken from all of us 
in the form of inflation. 

Mr. Mitus. I hope, when efforts are made on the floor of the House, 
as | know they will be when this appropriation bill comes out, to 
increase the amounts rather than decrease the amounts recommended 
by the committee, that we will have you fellows who represent these 
farm organizations supporting us. 

Mr. Sanpers. I can assure vou, Mr. Congressman, that we will 
support a general cut. Our resolutions state that we must do that. 

Mr. Mitus. You understand the pressures under which vou operate 
as well as the pressures under which we operate when the requests 
are made. 

Now, on page 6, going back to Mr. Reed’s and Mr. Doughton’s 
questions for a moment, your suggestion there with respect to the 
treatment of farmer cooperatives is the same suggestion made by the 
Secretary of the Treasury, is it not, that we tax the unallocated 
reserves only? 

Mr. Hatvorson. I do not remember Secretary Snyder's testimony 
on that, but that has been our stand for a couple of years at least. 

Mr. Minus. That was my recollection of what he suggested. 

Now, in connection with this suggestion, he said that we might 
take in some $20,000,000 to $25,000,000. I wondered at the time 
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if we followed your suggestion and the Treasury’s suggestion, if we 
would get anything in the way of revenue. Would it not be possible 
for all of these reserves to be allocated or paid out? 

Mr. Hatvorson. Yes, but, of course, the patron would pay taxes 
on that money.” It would be taxed. As it stands now, neither the 
cooperative nor the patron pays taxes on it, but if it had to be allo- 
cated and the patrons notified, then the patrons would have to pay 
a tax on it. 

I do not know if Secretary Snyder implied the cooperative would 
pay that tax. | would probably disagree with him there, but | 
would agree that it might raise some extra revenue in the hands of 
the farmers. 

Mr. Minus. That is true, but that would be reflected in the personal 
income tax. So faras the tax suggested here on taxing the cooperative 
on its unallocated reserves at corporate rates, in future years you 
would not bring anv money through that tax. 

Mr. Hanvorson. | believe a number of the cooperatives are allo- 
cating their reserves now and notifving the members. This would 
force them to notify the members that they would be liable for the 
tax on it. Lam very sure, too, as vou indicate, it would not be the 
cooperative paving the tax, just the patrons. 

Mr. Minis. | have heard of cooperatives allocating reserves and 
not notifving the farmer members of the allocation. Where the farmer 
member is not notified of the allocation and where the cooperative 
itself is paving no tax either for itself, either as a cooperative or for 
the farmer, that amount of allocated reserves not disclosed is not 
included in any tax, is it? 

Mr. HAtvorson. That is my understanding also. 

Mr. Minus. It is that item that constitutes the amount which we 
are advised by both our staffs, the joint committee’s and the Treasury's 
stall, that is escaping taxation? Is it that thet is escaping taxation? 

Mr. Hatvorson. That is the only item escaping the single taxation. 

Mr. Minus. That is what [ mean, the single tax. Iam not talking 
about the corporation. 

Mr. Hatvorson. | would like to make a point in answer to Mr. 
Doughton’s question. He seemed to imply that the savings of coop- 
eratives are the same as profits of a corporation. Now, the savings 
of a cooperative do not belong to the cooperative; they belong to the 
patrons. | believe most of the members of this committee will probably 
recognize that and it is for that reason that we say some of these 
groups are out to tax cooperatives. They are out to tax refunds which 
is destroving doing business on a cooperative basis. That is why 
we say that people who are out to tax refunds are out to destroy 
cooperatives. 

Mr. Minis. You agree with Mr. Sanders’ statement earlier and 
Mr. Reed's and Mr. Doughton’s that all of the gain should be taxed 
at least once? 

Mr. Harvorson. Yes. 

Mr. Minus. If it developed that the staff of the joint committee 
and the Treasury are right, that there are some $20,000,000 of tax 
liabilities from gains to members of cooperatives not now being 
collected, what suggestion could you make to the committee as a 
means of seeing that that amount of money is actually collected? 
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Mr. Harvorson. The law will have to read that whatever was 
unallocated, whatever the patron was not notified of, would be taxed 
in the hands of the cooperative. If the cooperative then decided it 
would be preferable to notify the patrons rather than to pay the tax, 
they would have to depend on the honesty of the taxpayers to include 
that refund in their taxable income and that, of course, is a situation 
with all income. 

Mr. Minus. Do vou know of a better way of seeing that that money 
is actually paid? | am talking about money that is actually due the 
Government under existing tax laws. Do you know a better way to 
enforce the payment of that money than to require a cooperative 
along with any other corporation to deduct a certain amount which is 
allocated to an individual farmer or consumer or paid to an individual 
farmer or consumer, and to remit that to the Government and advise 
the Government the amount of the money paid out? 

Mr. Hanvorson. That was studied last year by some cooperatives 
and they found that most of the patrons received less than $1 in 
refund. Certainly it was less than $10. 

Mr. Mitis. Maybe most of them did but there would be a great 
bulk of them who would receive a whole lot. There is $20,000,000 
escaping taxation. 

Mr. Hatvorson. There was serious consideration and I do not 
believe there would be opposition that | know of, without consulting 
with our people further, to withholding the tax on refunds of 850 or 
something like that. 

Mr. Minus. It would not be satisfactory to put it at $50, [T would 
think, because the whole idea that | got from Mr. Sanders was that 
he wanted all of this money to be taxed at once. 

Now, if there is a suffictent amount of income escaping taxation to 
amount to $20,000,000, that is a substantial amount of income. 

Mr. Hanvorson. If the cooperatives were forced to notify the 
patrons, | think that most of the patrons are honest enough to include 
it in their returns. 

Mr. Minus. Lam sure they are honest enough to do it. The com- 
mittee has spent a lot of time interrogating the Commissioner of 
Internal Revenue as to what can be done to collect monevs due under 
existing tax laws to avoid the necessity of increasing taxes by that 
amount on people who do report It is entirely possible for people not 
to remember and not to be dishonest at all, but just not to remember 
that thes received dividends. 

I am surprised at Mir. Sanders’ statement, as | understood it, that 
anvbody who proposes withholding taxes on corporations and coopera- 
tives is doing something irreparably wrong and doing great harm to 
the cooperatives. Did | understand that right? 

Mr. Sanpers. IT certainly did not intend to leave that impression. 
If a withholding tax can be devised so as to withhold a fair amount of 
taxes that a farmer should pay, why, | would say it is not wrong at all. 

What 1 did undertake to say, Mr. Mills, was that we believe it is 
extremely difficult to withhold taxes in a cooperative that should be 
taxed as income, personal income, because the personal Income varies 
so much from one individual to the other. We do not know how a 
cooperative could possibly withhold a different amount of taxes that 
would be purely personal income and do it ina manner that is equitable 
and fair and scientific. That is what IT intended to say. 
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Mr. Miius. I am glad to hear that explanation. I was misled by 
your earlier statement. 

Mr. Hatvorson. We are for the general principle of withholding if 
it could be made practical from the administrative standpoint, from 
the cooperative’s administrative standpoint, but it imposes such a 
terrific burden administratively to handle all the refunds. In prin- 
ciple we are for it, but administratively it does impose a terrific 
burden. 

Mr. Minus. The Secretary said it is administratively feasible to 
have it. He recommended it as one of his proposals this time. 

Mr. Hatvorson. I do not believe the Secretary of the Treasury had 
the studies that have been made since then on the size of the patronage 
refunds to cooperative members. I do not believe he knew at that 
time they were so small and numerous. 

Mr. Miuus. If he did not it is because somebody did not tell him, 
because those fellows over there know all the answers. 

Mr. Sanpers. If he thinks there is a practical way, it is up to the 
Treasury to bring it in to you. 

Mr. Minus. You would not object to it? 

Mr. Sanpers. No, if it was practical and if it taxed the farmer 
fairly on the basis of his income. 

Mr. Minus. You folks did not object to cooperatives withholding 
on employees when that passed the Congress? 

Mr. Sanpers. Our organization does that with us. 

Mr. Minus. What is the difference, then, between withholding on 
an employee and withholding on gain from patronage? 

Mr. Sanpers. To us it is a practical matter, it is the administra- 
tively practicality of the two. We do not believe that a cooperative 
can possibly know—— 

Mr. Mitus. Your employees are honest, they would pay their 
taxes if we did not withhold them? 

Mr. Hatvorson. Possibly a cooperative has nine employees and 
there are probably a thousand or more patrons. 

Mr. Mituis. Would it cost vou more money to withhold? 

Mr. Hatvorson. It would be much more difficult to withhold in 
the case of a thousand patrons than nine employees. 

Mr. Mitus. When you make out a check at the end of the year 
you give them coupons. You could just reduce that by 10 percent 
very easily. 

Mr. Sanpers. Not only that, there is another difficulty, namely, 
the cooperative does not have any idea what the personal incomes 
of its thousands of patrons are, but for its employees the cooperative 
knows exactly and it files the statements as all of us do and therefore 
you can withhold exactly 

Mr. Mitis. That is not the problem of the cooperative, that is 
the problem of the man who is being withheld on. 

Mr. Sanpers. If you told the cooperative to withhold 10 percent 
of its patronage, yes, but you may withhold from some farmers that 
have no income tax liability whatever. 

Mr. Mirus. They get refunds. 

Mr. Sanpers. Or you may withhold from some fellow who has a 
much higher income tax than that. 

Mr. Mituis. That is right, he pays more at the end of the year 
when he pays his income tax. 
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Mr. Sanpers. You mean just withhold a flat amount and then 
let them correct it in their personal income? 

Mr. Mixts. Certainly; that is the entire purpose of it. It is only 
suggested for the purpose of finding who it 1s that receives dividends 
from corporations and refunds from cooperatives so that the Treasury 
may know whether the proper amount of income is being stated in 
the return. As far as I can see, it does not pose any problem to the 
cooperative except this additional little figuring that has to be done, 
this 10 percent deduction, and the transmittal of that to the Treasury 
or the collector of internal revenue. 

Mr. Hatvorson. We are not as close to the cooperative organiza- 
tions as we should be, but there are a number of cooperative organ- 
izations in town and I think they can do a better job of explaining the 
administrative difficulties than we can. 

Mr. Sanpers. As I said a while ago, we do not own or operate any 
extensive cooperatives as a part of the Grange. 

Mr. Mitis. What kind of business is this that you are talking 
about on page 6 of your statement: 

In the last several years certain business interests have taken on the cloak of 
tax-exempt institutions in order to avoid Federal income taxes, and certain tax- 
exempt institutions are engaged in business operation quite foreign to their 
purpose. 

Mr. Sanpers. I will let Dr. Halvorson answer that. 

Mr. Hatvorson. I have made some study of that and there were 
some resolutions that came to our delegate body dealing with this 
subject. 

As I understand, there are some colleges, for example, that will buy 
a factory and operate it. 

Mr. Mitus. We have already taken care of that, Doctor, in the 
Revenue Act of 1950. We called it ‘“‘unrelated business activity.” 
I believe you will find we have taken care largely of the group vou ar 
referring to, the unrelated business activity conducted by colleges and 
charitable institutions. 

Mr. Hatvorson. That is fine. We probably are not up to date on 
some of these tax matters. 

Mr. Minus. It is also hard for us to keep up to date. 

Mr. Hatvorson. Did you also close the loophole of the lease-back 
provision? 

Mr. Mitus. That ts right, we took care of that. 

The Cuarrman. Mr. Reed? 

Mr. Reep. Regarding this withholding tax, first, it is not very 
easy, farmers generally are not so keen about keeping books and 
sending in correspondence to the Government? 

Mr. Sanpers. Of course, they certainly do not do as good a job of 
keeping books. 

Mr. Reep. It is more difficult for them? 

Mr. Sanpers. Very much more difficult than a business concern 
that can actually hire a bookkeeper. 

Mr. Reep. Suppose someone came in here and presented a pro- 
posal for a 20-percent withholding on that, how would you feel about 
that? 

Mr. Sanpers. It would probably require the farmer to study his 
report very careful at the end of the year. It would probably require 
him to have a refund because he may not have any taxable income 
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Mr. Resp. Are there not many farmers who if required to withhold 
20 percent or 10 percent from patronage dividends would work 
hardship? 

Mr. Sanpers. I should think so, ves, sir. I should think there ar 
plenty of farmers that have enough children and low enough income 
that when they actually figure out their income tax they do not even 
owe an income tax, 

Mr. Reep. They do not owe it, vet they are supposed to send in 
10 percent of their patronage dividend to the Treasury and wait for 
a refund, 

Mr. Sanpers. Actually that would be very unjust on a group of 
farmers who were simply not able to pay taxes anvhow, because they 
would not do anything about it. 

Mr. Rerep They would not go to the trouble to get the refund? 

Mr. Sanpers. That is right. 

Mir. Minus. Most of these dividends are in the amount of a few 
dollars, $5 or less. | do not understand your coneern about that 
30 percent, that that 10 cents or 50 cents is going to be so crippling 
to anvbody. The Government is not trying to pick their pockets for 
anvthing. They are merely trying to collect revenue that ts due, 

Mir. Reep. It is not due. They are taking out the 10 percent 
when they do not owe any tax at all. 

The CHarrmMan. Mr. Eberharter? 

Mr. Esernarrer. Mr. Sanders, vou represent a very important 
element in the economy and we take very seriously any recommenda- 
tion that is made on behalf of the Grange. [I want to call your atten- 
tion on page t to your official statement in paragraph | 12. You say: 

! ondefense expenditures we believe that tl ‘tuts should go clear 
mndefense and non ential ¢ ivitle t is imp a to make a 
boar ! cut witho it seriously CTLPOPHLITe & ‘ntial : id Ve ry liportant 

sof Crovernmient, 

You know that the Congress not very long ago ordered the President 
to make a flat 10 percent across-the-board cut in the total appro- 
priations? 

Mr. Sanpers. We supported that, 

Mir. Exeruarrer. Now, ts vour position different: 

\Mir. Sanpers. No. 

\Ir. Exeruarrer. You say in vour statement, Mr. Sanders, that 

it npossible to make a flat across-the-board cut without seriously cripplit 
essential and vet important funetions of Grovernmer 
Now vou take the position that vou support an action that would 

eriously cripple essential and very important functions of the 
Governme nt 

Mir. Sanpers. What I said that for was to lay the foundation for 
proposing a hardship fund to take eare of those unforeseeable cuts 
that really do damage to certain Government functions that it ts 
diffieult to foresee before the euts are distributed. W ce do not propose 
that vou should eut and hurt these essential and important functions 
and leave them in that pos ition, but vou should eut deep enough so 
that it would really eut into their functions and then assign a flexible 
fund to the Seeretary of Agriculture for cuts that do damage so he can 
come back and reinstate those cuts. 
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Mr. Espernartrer. Would that not transfer to the head of the 
department or even to the President the constitutional duty of the 
Congress to appropriate money for certain specific purposes? 

Mr. Sanpers. | do not know about the constitutional duty. 

Mr. Epernarrer. It would give him free rein to spend so many 
millions of dollars for any purpose he thought was important. 

Mr. Sanpers. [do not know the constitutional part of it, but [have 
the impression that Congress has appropriated large sums of money in 
an emergency to the President to use as he pleases with no assignment 
to it whatever. Now, | assume that if it is constitutional to do it for 
this purpose, that it is constitutional to do it for the purpose we have 
in mind here, 

Mr. Esperuartrer. You would broaden that authority without 
placing much restriction upon it and would not that have the effect, 
Mr. Sanders, of increasing the bureaucratic power of the department 
heads? 

Mr. Sanpers. Yes, sir, it would. The thing is that we do not wish 
to do it but the alternative may be worse than the evil that vou are 
getting at. That ts the only thing we say. It may be less harmful to 
increase the bureaucratic power of the Secretary at this time than to 
leave these cuts unremedied. That is what we are trying to say. 

Mr. Esernarrer. Thank vou very much. 

That is all, Mr. Chairman. 

The CHatrmMan. Are there any questions? 

If not, we thank vou for your appearance and the information you 
have given the committee. 

Mr. Sanpers. Thank vou, Mr. Chairman, and members of the 
committee 

The CHatkemMan. The last witness is Mr. M. Francis Bravman, 


counselor at law, New York City. 
Will vou give vour name and address to the reporter and = the 
capacity in which you appear? 


STATEMENT OF M. FRANCIS BRAVMAN, COUNSELOR AT LAW, 
NEW YORK, N. Y. 


Mr. Bravauan. Mr. Chairman and members of the committee, my 
name is M. Francis Bravman. [ama member of the New York bar, 
practicing law in New York City. 

The Cuarrman. About how much time will vou need if we do not 
interrupt vou? 

Mr. Bravaan. I have 20 pages to read, double-spaced; 1 do not 
know but it should take 20 minutes or less. | would like to come back 
tomorrow if that is possible. 

The CuarrmMan. | doubt if we can reach you tomorrow because we 
have a fullealendar. You go ahead, vou had better make use of today. 

Mr. Bravaan. Lam also chairman of the committee on taxation of 
earned income, section of taxation, of the American Bar Association, 
and a member of the special committee tostudy American Law Institute 
proposed income tax statute, section on taxation, of the New York Bar 
Association. 

I am not representing these associations or committees at this 
hearing, but expressing my own views. I may add, however, that 
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the proposal I am about to make is under study by committees of 
both associations. The proposal is also set forth in detail in an 
article 1 wrote for the Columbia Law Review published in January 
1950. I am now completing an article for the Virginia Law Review, 
to be published this spring, in which I discuss in greater detail that 
portion of the proposal relating to the treatment of capital gains and 
losses. 

| would also like to add that this is my second appearance before 
this committee. The first one was 8 vears ago, in February 1943, 
when this committee had under consideration a proposal to place 
income tax of individuals on a pay-as-you-go basis. I am happy to 
state that the proposal 1 made then became part of the income tax 
system. That proposal was to permit individuals who are self-em- 
ployed or whose incomes fluctuate from year to year to file declara- 
tions of estimated tax. What I am discussing today is an outgrowth 
of the proposal I made 8 years ago; both deal with the problems 
arising out of a tax based on an annual computation of net taxable 
income. 

The present proposal is designed to change the tax base from the 
annual net income to the actual average net income for indefinite or 
reasonably long periods of time, and thus remove the inequality of 
the tax burden among taxpayers who receive the same aggregate 
income over a period of years. In other words, all income required 
to be reported would be so taxed that the ultimate burden on all 
individuals with a like amount of income would be the same no matter 
when income is realized. Such a provision in the law would remove 
the present penalty on industry and hard work. It would, also, 
remove the premium on idleness, procrastination, and the use of tax 
schemes. 

The problem is undoubtedly widespread, for fluctuating income is a 
common phenomenon. It may result from irregularity in the rate of 
pay or periods of employment, from irregular dividend distributions 
or capital gains and losses, or from fluctuations in business income. 
Some individuals, such as radio and sereen stars, as well as athletes 
are peculiarly subject to fluctuating incomes because of sudden 
changes in popularity and the limited number of vears of high com- 
pensation. The same may be said of others, such as lawyers and 
doctors, brokers and salesmen, writers and inventors, who frequently 
receive lump-sum payments for services representing years of work. 
Moreover, accounting methods are unable to allocate business income 
and expenses to a single vear with scientific exactitude. Frequently 
such allocations are nothing more than a matter of judgment or 
result of fortuitous circumstances. Results can differ because of 
varying accounting methods, each differing substantially from the 
other but each equally acceptable as the base for determining tax. 

The inequality in tax burden resulting from irregular incomes 
provides a real incentive to shift earnings or expenses from one 
period to another in order to effect the greatest tax saving. Of 
course, the maximum tax saving would be obtained, under constant 
tax rates, by arbitrarily prorating income and deductions over all 
taxable periods. If this were permitted, it is obvious that the tax 
to be paid would equal that which would have been paid under the 
present scheme had the same aggregate income been earned at a 
constant rate over the same period, 
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The fact is, however, that individuals are required to pay a tax 
based upon the taxable income computed for each calendar or fiscal 
year, as though it stood by itself unrelated to other years. This 
affects adversely all individuals with widely fluctuating income: 
those in the lowest brackets may lose the full benefit of their personal 
exemptions and allowable deductions by failure to have an income 
equal to them in a given vear, and those in the higher brackets will 
be taxed at greatly varying rates. In either case, the result is that 
individuals with highly irregular incomes are required to pay sub- 
stantially more Federal income tax over a period of years than those 
who receive an equal aggregate income ratably during the same 
pe riod. 

The Congress has recognized the inequity of the annual computa- 
tion of taxable net income and has mitigated its full effect in a limited 
number of instances. Various methods of accounting are permitted. 
An individual who sustains a net loss in a trade or business may, 
subject to exceptions and limitations, deduct the loss from his net 
income for the preceding or the five succeeding taxable years; and 
capital losses in excess of capital gains in any taxable vear may be 
carried forward to the five succeeding years, Also, if at least 80 
percent of the total compensation for personal services performed 
over 36 months or more is received or accrued in one taxable year, 
such compensation may be apportioned over the period of service e. 
Some relief is also given to so-called back pay which is received 
during a vear after it was earned. Salaried individuals are permitted, 
through the operation of pension plans, to shift part of their compen- 
sation from the vears in which earned to the vears of their retirement. 
Reduced tax rates are imposed on income and profits classified as 
capital gains. In some instances only a portion of the profit is taxed 
at reduced rates, while the balance is taxed at the regular rates. 
These provisions, however, given relief in only some of the most 
burdensome instances and represent only a piecemeal attack on the 
general problem. 

Moreover, the present method of taxing capital gains and limiting 
the deduction of capital losses places a very high premium on the use 
of schemes to transmute ordinary income into capital gains, or capital 
losses into ordinary deductions, or short-term gains into long-term 
gains. Also, the odds are weighted very heavily in favor of the 
Government and against investors who risk their capital in business 
ventures. The Congress, aware of these defects in the law, has 
authorized the transmutation of income or losses in some situations, 
but not in others; and, in still other instances, has reversed the odds 
in favor of the taxpayer. This approach to the problem of taxation 
of capital gains has resulted in a complicated Federal income-tax law 
containing very tempting incentives for taxpayers to reduce their 
taxes, which, in some cases, the Government tries to prevent, a state of 
affairs which seriously interferes with the normal operations of 
business. 

Capital gains and losses are inherently different from ordinary 
income and. expenses. For tax purposes, however, income and outgo 
acquire their status as capital gains and losses from special provisions 
of the Internal Revenue Code without which there would be but one 
lass of income and one schedule of tax rates. These special provisions 
relate to specific dealings in property and other transactions where the 
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gain or loss is, or may have been, realized or sustained in a year other 
than the one in which it accrued. One group of sueh transactions 
generating capital gains and losses are sales or exchanges of capital 
assets, a term which has varied in meaning from time to time. 

Phe principal types of capital assets today are corporate stocks and 
other proprietary interests, corporate and Government bends, and 
residential and other property held for the personal use or consumption 
of the taxpayer or his family. A gain or loss from the sale or exchange 
of these assets is a capital gain or loss. | 

Another source of capital gains and losses is specific transactions 
which are considered to be sales or exchanges of capital assets even 
though no sale or exchange actually takes place. For example, 
distribution in complete or partial liquidation of a corporation, amounts 
received upon retirement of securities, lump-sum distributions out of 
employees’ trusts, the cutting of timber for sale or for use in the 
taxpayer's trade or business, a security becoming worthless, a non- 
business debt becoming worthless, short sales of property, and the 
failure to exercise privileges or options to buy or sell property, are all 
considered to be sales or exchanges of property which result in capital 





gain or capital loss. 

A third source of capital gains and losses is specially designated 
conversions of property which produce both capital gains and ordinary 
income, on the one hand, or capital gains or ordinary deductions, on 
the other. Thus involuntary conversions of business property and 
capital assets, and voluntary conversions of business real estate and 
depreciable property, held for more than 6 months, are grouped 
together and if there is a net profit it is taxed at reduced rates, or if 
there is a net loss credit is allowed at regular rates. 

In addition, profits from the sale of an emergency facility or from 
the disposition of stock acquired by the exercise of a restricted stock 
option are taxed partly at reduced rates and partly at regular rates. 
Finally, residential and other property held for the personal use or 
consumption of the taxpayer or his family when sold at a_ profit 
produce capital gains, but not allowable deductions if sold at a loss 

The realization of capital gains and losses may, therefore, be the 
result of the sale or exchange of a capital asset, or of a noneapital 
asset, or of ho sale or exchange at all. There is no one determining 
factor but a long list of special provisions which give them their 
status for tax purposes. 

Various methods have been emploved by the Congress to deal with 
capital gains and losses. Under the Revenue Acts of 1915 and 1915, 
inclusive, capital gains were taxed as ordinary income and, therefore, 
subject to the normal tax and surtax rates. Such inclusion of capita! 
vains in the computation of taxable income was objectionable because 
it threw into the year of realization a gain which might have acrued 
over several vears. Beginning with 1922 capital gains were separated 
from ordinary income and taxed at a flat rate. This method continued 
1934 when a percentage of capital gains, depending upon the 


until 
time the assets were held, was exempted from tax. Then, in 1938, th 


system was again changed by combining the two earlier methods so 
that today 50 percent of gains from the sale or exchange of capita! 
assets held for more than 6 months are exempted from tax and the 
balance taxed at a flat rate. 
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It would appear from what | have said that capital gains and losses 
cannot be detached and dealt with differently from, or be included 
with and treated like, ordinary income and deductions. There is a 
way out of this seeming dilemma if a change is made in the approach 
to the problem. The solution will not be found in the differences 
between capital gains and losses, on the one hand, and ordinary 
income and deductions, on the other. It will be found in the svstems 
which imposes steeply graduated rates on net income computed for 
each calendar or fiseal vear as though it stood by itself unrelated to 
other vears. A tax so determined makes no allowance for gains or 
losses whieh may have accrued over a period of vears. The ultimate 
tax hiabilitw of the individual also differs, as in the case of ordinary 
income and deductions, if the gains or losses are realized in one vear 
or another. A tax based on the actual average income for indefinite « 
reasonably long periods would avoid the effects of throwing gains and 
losses, as well as ordinary income and deductions, into a single year. 

The enactment of a good averaging provision would be a significant 
advance toward the goal of equality, sumplicity, and stability in the 
Federal income tax. It would equalize the tax on fluctuating and 
stable incomes and it would encourage investments in risky ventures 
by placing the pioneer on a more equal footing, taxwise, with the in- 
vestor in an established business having more stable profits. Tt would 
enable individuals to dispose of their property whenever the oppor- 
tunity to meke a profit presents itself and to earn as much income as 
they are able, when they are able, and vet not be penalized for con- 
centrating such profit or income in their most productive vears. It 
would equalize the tax between self-employed individuals who cannot 
participate ina pension plan and salaried individuals who can and do so 
participate Litigation would be reduced by eliminating incentives 
for tax minimization by shifting income from one tax period to an- 
other. Moreover, it would decrease disputes over the allocation of 
income and would eliminate the inequity of computing income ac- 
cording to rules of tax accounting instead of the method of accounting 
regularly emploved by the individual. Also, there wouid be in one 
place all of the lew relating to averaging of income of individuals, per- 
mitting them to compute their taxes easily, efficiently, and without 
resort to an ever-increasing number of special rules of limited appli- 
cation 

Methods of averaging meome: It) is generally agreed that the 
penalty imposed upon individuals with widely fluctuating incomes 
should be removed by some general averaging device. The obstacle 
has been, however, the lack of a practical method which would pro- 
duce a constant flow of revenue, allow payment of the tax when the 
individual is able to pay, and equalize the tax burden between individ- 
uals with fluctuating incomes and individuals with stable incomes. 
In making proposals for averaging income, three methods are usually 
suggested: the moving average, the simple average, and the progres- 
sive average. 

(A) THE MOVING AVERAGE 


The income tax, under a moving average, is measured, not by the 
income of the vear of assessment, but by the average of the income of 
such vear and a certain number of preceding vears. For example, 
under a 3-vear moving average system, the current taxable income 





448 REVENUE REVISION OF 1951 


would be the sum of the current income and the income for the two 
preceding years, divided by three. Except where income is absolute! 
stable, the tax base is alw ays higher or lower than the actual income of 
the year of assessment. Consequently, tax payments of an individ- 
ual with fluctuating income are not in accordance with his ability to 
pay since they do not vary with and follow the actual income of the 
year of assessment. Moreover, under this method there is a widening 
of the time gap between the receipt of the income and payment of the 
tax. This is in direct violation of the principle in present law requir- 
ing the tax to be paid as the income is earned, and not after it is gone. 

Fle xibility is seriously handicapped under the moving average 
since all individuals would be required to use the same number of 
years in computing average income. Whether income is received or 
accrued in one year or another would still affect the ultimate tax burden 
of the individual. Not only would there be a failure to remove com- 
pletely the discrimination against individuals with fluctuating incomes, 
the chief purpose of averaging incomes, but also there would remain 
the incentive to shift income from 1 vear to another. Of the three 
averaging methods available this one appears to be the least desirable, 
and vet it is, with a single exception, the only one which actually had 
been enacted into law in several jurisdictions. Where it was e nacted, 
it Was later abandoned or limited in its application to a narrow class of 
taxpayers, and in one instance it was superseded by the simple 
average. 

(B) THE SIMPLE AVERAGE 


A simple average is the average of the income of the taxable year 
and a certain number of preceding years, but unlike the moving 
average, the income of no year appears in more than one average 
computation. At the end of the averaging period, the aggregate 
income is divided by the number of years in the averaging period to 
ascertain the average annual income for each year in the period. 
However, the individual pays his income tax annually exactly as he 
does under present law, but these payments would represent only 
tentative taxes. At the end of a stated number of years, the tax 
would be recomputed as if the income had been received for the whole 
period ratably over such period, applying the rates in effect each year 
to the amounts allocated to the respective years. The resulting tax 
is the actual liability for the whole period. The difference between 
the actual tax liability and the aggregate of tentative taxes paid in the 
preceding vears would be the amount to be paid or to be refunded in 
the final year of the period. This method is very similar to our present 
system of estimated tax payments during the taxable year with the 
final settlement of the actual liability at the end of the year. 

This method of averaging income obviously must be for short 
periods; the maximum period recommended being 5 years. A longer 

eriod would require extensive bookkeeping and retention of records 
for a much longer period of time than under existing law. The reason 


for this is that under this method it is necessary to recompute the 
income and taxes of the previous years. 

This method would also introduce a new national pastime, the 
object being to determine which 5 vears should be opened to produce 
the largest tax refund. Relief would be obtained only at the end of the 
averaging period. At that time a claim for a refund or credit would 








REVENUE REVISION OF 1951 449 


have to be made, and the effort and expense required to prepare and 
audit such claims may not be justified where the amount involved 
is relatively small. It has, therefore, been suggested that the right to 
average income be limited to cases where the refund or credit exceeds 
a certain percentage of the tax otherwise due for the current vear, or 
to confine the privilege to individuals in the intermediate and high 
brackets of income while allowing a carry-over of unused personal 
exemptions in the lowest brackets of income. 

Limitations of this kind are subject to the same objections applicable 
to the present system of special rules of limited application, justified 
by administrative necessity. The percentage limitation would not 
eliminate small claims; on the contrary, it would eliminate larger 
claims while retaining the small claims. Relief, moreover, should 
not be denied to any individual with fluctuating income, especially 
when there is available a method of permitting all individuals to 
average their income without entailing undue administrative burdens. 
The simple average does not permit averaging over extended periods 
of time, although longer periods, if practical and administratively 
possible, should. be permitted. Such extended averaging is best 
attained under the progressive average method. 


(C) THE PROGRESSIVE AVERAGE 


A progressive average is the actual average of the income of the 
year of assessment and of all preceding vears of the averaging period. 
The income is averaged every year of the averaging period by adding 
the income of the current vear to that of all preceding years and divid- 
ing the sum by the number of years in the period to date. 

Computation of average income: The Internal Revenue Code should 
be amended to permit individuals to begin averaging their income with 
any taxable vear, and subject to exceptions, to continue the averaging 
period as long as they desire. The average income for any year of the 
averaging period would be computed in the return for that year. 
Reference to the records for all vears of the averaging period would not 
be necessary, for the average income of the preceding vear and the 
number of preceding years in the averaging period would be carried 
forward from the preceding return. The income for the current year 
would be added to the product of the two items carried forward and 
the sum divided by the number of years in the averaging period. The 
result is the average income for the taxable year. 

Computation of tax or refund: The tax for : any taxable year of the 
averaging period would be computed by applying the then prevailing 
rate schedule to the average income of the current vear. A simple 
schedule included as part of the tax return furnished by the Treasury 
Department would enable the individual to compute his tax or refund 
under the proposed progressive average method. 

The following form would appear on the individual income tax 
return furnished by the Treasury Department. It also contains 
figures illustrating the operation of the proposed method of averaging 
income and computing tax. 

Mr. Mixus. As I understand, up to this point vou are suggesting 
the progressive average method in lieu of the simple average? 

r. Bravman. That isright. Actually, now on, I am talking about 
what I am proposing. 
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In the example it is assumed the individual is married, has no 
dependents, and files a joint return; it is the tenth vear of averaging 
with the average income for the preceding (ninth) vear being $25,000 
and the net income for the current (tenth) taxable vear being $50,000, 
It is further assumed that since averaging was begun, the brackets of 
income and the basic rates were the same as in the present Internal 
Revenue Code, as amended by the Revenue Act of 1950. There was, 
however, a L0-percent increase in the amount of tax for each of the 
first 4 vears, a 40-percent reduction in the amount of tax for the fifth 
vear, a 5-percent reduction in the amount of tax for the sixth and 
seventh vears, a 12-pereent reduction for the eighth vear, a 9-percent 
reduction for the ninth vear, and no reduction for the tenth vear. 
The average income and the tax due from this individual for the tenth 
vear of the averaging income would be computed as follows: 

Note that in the return the first item is a “9. ‘That is carried 
forward from a previous return. 

Line 2 is $25,000. That is the average income which appeared 
the preceding vear’s return. The two figures are multiplied together 
which gives a total income earned in the preceding Vears, in the aver- 
aging period. That is the preceding 9 vears. 

The fourth line adds the income of the current vear which gives a 
total income for the full averaging period, or 10 vears in this case. 

The sixth line is obtained by adding “1” to the figure appearing in 
the first line, which gives the number of vears in the averaging period. 
That divided into the total income gives the average income for the 
current vear. 

That is then compared with the income for the preceding vear which 
appears as the second item in the return and then we get the increase or 
decrease in the average income for the 2 vears. With those two 
figures we compute the tax. We use the same schedule of rates, the 
current schedule of rates. You get the tax on the average income for 
the current \ mag You get the tax on the increase or decrease by using 
either the top bracket or the next succeeding bracket in computing 
the tax on the average income. 

That figure multiplied by the number of preceding vears in the 
period gives the increase or decrease in tax and when those two 
figures are either added together or one subtracted from the other, 
you get the tax due for the vear or the refund due. In this case you 
get the tax due and finally the adjustment is worked out on the 
schedule appearing on the following page which takes care of the 
increase or reduction in revenue as Congress determines for the 
particular vear. 

Mr. Minus. May I ask a question at this point? 

Under the plan vou have suggested, the tax during the vear when 
the income was $50,000 ‘ca. be $17,043.85 

Mr. BravaMan. Yes, si 

Following this is an Giniiibtle where a refund is produced and 
instead of assuming the income going up to $50,000, [ assume the 
income drops to $4,000. 

Mr. Minis. Do you want all these charts included in the record? 

Mr. BravmMan. Yes, sir. 

Mr. Minis. Without objection they will be included in the record. 

(The charts referred to follow:) 
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Scuepu.te L.—Computation of average income and tax or refund ! 





Item 


| Number of preceding years in aver: aging period (line 6 of last year’s return) _. 

|; Average income or loss in last year’s return (line 7). $25, 000. 00 
Product of lines 1 and 2... eisniiamtiniac ndiipied ... 225, 000. 00 
Net income or loss of current year : 4, 000. 00 
Total income or loss for averaging period SPO eT 229, 000. 00 
Number of years in averaging period (line 1 plus ia Be f 10 
Average income or loss (line 5 divided by lime 6)__...........-.-- 22, 900. 00 
Increase in average income (line 7 minus line 2) 
Decrease in average income (line 2 minus line 7)__- -- , oo . 2,100.00 
Tax on income reported in line 7__. $5, 9 
Tax on amount in line 8 (at rates in highest applicable brackets). 
Tax on amount in line 9 (at rates in next succeeding brackets) ________- . 798. 00 
Tax on increase in average income (line 11 multiplied by line 1). 
Tax on decrease in average income (line 12 multiplied by line 1). 


Total tax or credit (line 10 plus line 13 or minus line 14 
Add (line 2, schedule N) 
Subtract (line 6, schedule N). 


Tax due 
Tax refund ° ai . 1,008.62 


! For the first year of the averaging period the individual would be instructed to place a zero in lines 1, 2, 
and 3 of schedule L and line 1 of schedule M. Provision would be made on the return for the allowance 
of eredit for partially exempt interest and for taxes paid to foreign countries and possessions of the United 
States (Internal Revenue Code, sees. 25 (a), 31). 

ScuepuLe M.—Computation of net cumulative percentage addition to or deduction 
from tax 


Increase Decrease 
Percent Percent 
1 | Preceding year (net 
2} Current year 


Net percent increase or decrease 


This is the net cumulative percentage carried forward from line 3 of Schedule M of the preceding return 
epresenting in this case the 9 preceding years. 
? This percentage for the current year would be printed on the form in the proper column. 


ScnEepuLeE N.—Computation of addition to or deduction from tar 


Line 1 schedule M 
Amount 


Increase Decrease 


Line 11, schedule L 
Line 12, schedule L 


Amount carried to line 16, scheduk 
Line 11, schedule L 
Line 12, schedule L 
Amount carried to line 17, schedule 
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As the committee will note there are three figures determining the tax or 
refund for the vear. The tax or refund for any vear would be— 
1. The tax on the average income 
2. (a) Plus the product of— 
(1) the tax on the increase in the average income; and 
(2) the number of preceding years in the averaging period; or 
(b) Minus the product of— 
(1) the tax on the decrease in the average income; and 
(2) the number of preceding years in the averaging period; and 
3. Plus or minus the net cumulative percentage (of the additions to, or reductions 
in, the amount of tax)— 
(1) of the tax on the increase or decrease in the average income. 

Mr. Bravaan. I have just one more page. The rest are exhibits. 
I will start now with page 17. 

Comparative administrative burdens: The administration of the 
law would be simplified under the proposed average method of com- 
puting income and tax. There would be no opening of past returns 
to carry-back net business losses. There would be no opening of past 
returns to apportion compensation for personal services earned over 
a period of more than 36 months or in another tax period. There 
would be no need for alternate computations to determine whether 
there is a net capital gain in order to apply reduced rates or a net 
capital loss in order to claim credit at regular rates. There would be 
no need for alternate computations of tax to determine whether the 
higher or the lower amount is to be paid to the Treasury Department. 
There would be no carry-forward of business net losses or of capital 
net losses for a number of years with the consequent complications 
produced when there are carry-overs for more than 1 year. There 
would be no need to determine what portion of the gain is to be taxed 
at the reduced rates or at the regular rates. There would be no need 
to determine the period of time property was held in order to fix the 
applicable tax rate and the amount of the gain or loss to be taken into 
account. There would be no need to be concerned with the several 
methods of accounting available and the different results they pro- 
duce. Finally, there would be fewer, if not none, of the odd, illogical, 
and anomalous results produced under existing law. 

The transactions reported in the tax return would be those currently 
taking place. From the proceeds of all sales or other dispositions of 
property the cost or other basis would be deducted, and the difference 
would be reported as profit or loss. The results of all transactions 
consummated during the taxable year would be combined and a single 
schedule of rates would be applied to determine the amount of the 
tax or refund for the year. 

Undesirable incentives and deterrents removed: Under the proposed 
plan individuals would have nothing to gain by manipulating the 
receipt of income or the payment of deductible items, or by deferring 
the taking of a profit or accelerating the realization of a loss, because 
the ultimate tax would be the same whether the transactions take 
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place at the beginning or at the end of the averaging period or in any 
vear in between. Individuals could dispose of their property when- 
ever the opportunity to make a profit presents itself and they could 
earn as much income as they are able, when they are able, and vet not 
be penalized for concentrating such profit or income in their most 
productive vears. All income recognized for tax purposes would be 
taxed at the same rates so that there would be no reason to transmute 
gains or losses. Losses would be allowed in full as deductions so that 
business profits would not be taxed at rates ranging up to 91 percent 
and losses of capital investments disallowed as deductions except as 
they may be used to reduce capital gains. Individuals would enter 
into transactions motivated by business reasons; transactions would 
take the forms called for by business needs; and investments would 
be inspired by business reasons. Reduced tax rates would not be a 
factor in arriving at these decisions. Freedom in achieving business 
ends would be preserved, while these artificial incentives and deterrents 
would be eliminated. 

In other words, the proposed method of averaging income would 
reverse the existing procedure where taxpayers determine when and 
in What form transactions should take place in order to produce the 
greatest tax advantage —and permit them to consummate transactions 
as and when dictated by business reasons and, at the same time, 
enable them to obtain the same advantage as if they had the privilege 
of reporting the profits or losses whenever they pleased within the 
averaging period. The proposed average method would give them 
the maximum tax advantage since, as a practical matter, there can 
be no lower tax than on the actual average income. 

Limitations on right to continue averaging: Some limitations on 
the right to begin or to continue an averaging period would appea 
to be necessary im order to avoid reversing the equities against the 
Government. Obviously, it would be unfair to permit an individual 
to have a single averaging period from the time he first begins to earn 
income to the time of his death. A division of his lifetime into rep- 
resentative periods would be necessary. The first division, naturally, 
would be the minority of the individual. The next division would be 
the period during which the individual completes his training and 
acquires his real earning capacity. The third division could be those 
vears in which the individual has his peak earnings. The last division 
would be the remaining vears of his life. It is, therefore, suggested 
that, until some experience with averaging has been gained, an indi- 
vidual be permitted at his election to average his income received or 
acerued (a) during his minority; or (6) from the time he reaches 
majority to the time he reaches 30 years of age; or (¢) after he reaches 
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30 vears of age to the time he reaches 55 vears of age; or (d) after he 
reaches 55 vears of age to the time of his death. 

Four distinct averaging periods would limit to four the number of 
times an individual could shift his income, if there is included the 
possibility of doing so just prior to death. This is, in normal cir- 
cumstances, considerably less than the number of opportunities for 
shifting income under the moving and simple average methods or 
under the existing annual accounting method. Moreover, difficulty 
of forecasting income in the sueceeding period would tend to dis- 
courage any attempt to shift. In any event, postponement of the 
receipt. of income would probably be undesirable and, at least for 
the first three periods, acceleration would normally be preferable 
since it would place the income in a period of lower earnings. As 2 
practical matter, this would favor increasing rather than decreasing 
current tax collections. No matter how the individual should manipu- 
late the receipt of income or the averaging periods, he would accom- 
plish no more, and probably less, than by a comtinuous averaging 
period 

In conclusion, to allocate income arbitrarily over 12-month periods 
and to tax it at graduated rates ts unfair to individuals with widely 
fluctuating incomes. This inequity may be corrected by permitting 
individuals to average their incomes. Of the methods available for 
this purpose, the proposed plan based upon the actual average income 
would be the most desirable. Averaging could be started in’ any 
taxable year and, subjeet to preeautionary exceptions, continued as 
long as the individual desires. 

The proposed plan would have the following benefits: 

1. It would equalize the tax on all individuals having the same 
aggregate income over the same period of time 

2. It would extend to all individuals special benefits now enjoved 
by some. a 

3. It would neutralize the effect of the income tax on the carrving 
on of business in one form or another or at one time or another. 

4. It would enable an individual to strive to attain his maximum 
earning power, secure in the knowledge that he would not be penalized. 

5. It would simplify the computation of both income and tax and 
thus simplify the administration of the law. 

Mr. Mitus. Mr. Bravman, without objection, vou may include, in 
connection with your remarks, the exhibits and other information in 
connection with vour statement. 

Mr. Bravaan. Thank vou. 

(The exhibits referred to follow: 
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ExuHisiT 1 


The penalty imposed upon individuals with widely fluctuating incomes is illus- 
trated by the following chart. It is assumed the individual is married, has no 
dependents, and files a joint return. It is further assumed the Internal Revenue 
Code, as amended by the Revenue Act of 1950, is applicable. 
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Exuipit 2.—Chart showing annual tar base 





Aggregate taxable income... —_ 
Aggregate actual taxable income.__._. 


| 


Excess income taxed...........- 


Annual 
accounting 
method 


$20, 000 
20, 000 
20, 000 
24, 000 
96, 000 

* (12, 000) 
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23, 000 
13, 000 


4, 000 


231, 000° 
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average 
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! For the first year the average income is the same as the annual income. For the second year the average 
income is the total income for the first 2 years divided by 2. For the third year it is the total income of the 
first 3 years divided by 3. For the fourth year it is the total income of the first 4 years divided by 4. For 
the fifth year it is the total income of the first 5 years divided by 5, Thereafter the average income is the 
total income of the year of assessment and the preceding 4 years divided by 5. 

? This first figure is the average income of the year. The figures below are the number of preceding years 
in the averaging period and the difference between the ae of the year and the preceding year. 
The plus or minus signs preceding the figures indicate whether the —- income of the year increased 
or decreased as compared with the average income of the preceding year. E. g., in the fourth year the tax 
is computed as follows: tax on average income plus (number of preceding years multiplied by tax on increase 
in average income) plus (net cumulative percentage of preceding years of tax on difference in average income), 
or stated numerically. 

3 Under the 5 year simple average method, the income is averaged at the end of any 5-year period. It is 
averaged at the end of the fifth year in the illustration. The aggregate income for the 5 years is $180,000. 
This was divided by 5 to arrive at the average income of $36,000. The actual income taxed, however, is 
$96,000. Of this amount $36,000 is taxed as if received or accrued in the fifth year, and $60,000 is, in the averag- 
ing process, allocated to the 4 preceding years so that the income of each year equals $36,000. In an actual 
case the individual, probably, would not choose the fifth year to average his income but one of the later 
years (up to and including the ninth year), if he could forecast his income accurately. The fifth year was 
chosen in the illustration to demonstrate the possibility of an assessment of a higher tax under the simple 
and progressive average methods than under the annual accounting method. 

4 This is the net loss for the sixth year of the averaging period. The loss includes $1,200 of personal exempe 
tions and $800 of nonbusiness deductions. 
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Exuisit 3.—Chart showing annual tar payments 
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1 See note 3 supra. 
? Amount refunded to individual , 
Exurisit 4 


ADDITIONAL LIMITATIONS ON RIGHT TO CONTINUE AVERAGING 


1. The election to begin averaging income would be made at the time of filing 
the return, and that year would become the first vear of the averaging period. 
After averaging has been started, it might be advisable to require the termination 
of the averaging period with any vear for which the individual is not required to 
file a return. In order to avoid hardship in some cases, the Commissioner of 
Internal Revenue could be authorized or required under certain circumstances to 
permit an individual to continue the averaging period in the event a return is not 
filed because of insufficient taxable income. The basis for such permission to 
continue the averaging period would be permanent retirement from one’s occupa- 
tion, trade, business, or profession or inability to carry on such occupation, trade, 
business, or profession on account of old age, sickness, accident, strikes, depression 
in the business or industry, or other sufficient reason. Even without such a 
justification the individual might nevertheless be allowed to continue his aver- 
aging period if he agreed to some equitable adjustment, such as skipping the years 
with insufficient taxable income. 

2. A change in marital status should not ordinarily affect the right of an 
individual to continue his averaging period if separate returns are continued. 
Moreover, married individuals who averaged their respective incomes separately, 
either before or during their marriage, should be permitted to file a joint return 
averaging their combined net incomes and net losses if their respective averaging 
periods and taxable vears are the same. But, if the periods are unequal and the 
taxable years are different, they would have to make the taxable vears identical 
and start a new averaging period in order to average their combined incomes in a 
joint return. Where the taxable vears are the same but the respective averaging 
periods are different, either spouse should be permitted to continue his or her 
averaging period in a joint return of their combined incomes if the other spouse 
elects to discontinue his or her separate averaging period. 

Similarly, if one of the spouses did not average income prior to the marriage, 
then the other should be permitted to continue his averaging period in a joint 
return of the spouses. This may result in some additional advantage to the 
individual because of the enlarged income brackets applicable to married persons 
filing joint returns. Since the additional advantage would not be substantial in 
relation to the amount of tax involved, fairness to the individual seems to require 
noninterruption of the averaging period. It is assumed that marriage is not 
entered into for the purpose of saving income taxes. Even if it were a consider- 
ation, the amount involved here certainly would not justify prohibiting a spouse 
from continuing his averaging period in a joint return. Moreover, a contraction 
of the income brackets applicable to individuals filing joint returns, or expansion 
of those applicable to individuals filing separate returns, would reduce the addi- 
tional advantage. 
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Married individuals averaging their combined incomes in a joint return may 
wish, or because of divorce or legal separation may be required, to file separate 
returns. No interruption of the averaging period would seem to be required i: 
these situations. Their combined average income for the joint period would be 
divided or apportioned between them, and the respective amounts would be 
earried forward into their separate returns continuing the averaging period. 


EXHIBIT 
PREVENTION OF TAX AVOLDANCI 


The proposed method of averaging income contemplates the allowance of a 
right to refund of overpayment of income taxes resulting solely from the averaging 
process. An undesirable opportunity for tax avoidance may thus be created for 
those individuals who retire, cither temporarily or permanently, from their occu- 
pation, trade, business, or profession or who transfer some or all of their income 
producing property in order to obtain tax refunds, 

A ly / ; fudais 7 ft} ea ned necoie 

The allowance of a right to refund of overpayments of income taxes resulting 
solely from the averaging process is based on the premise that the true measure of 
the ineome tax is the aggregate income earned by the individual during the 
respective averaging periods. It is also based on the belief that the economic 
incentive to earn income is much stronger than the desire to obtain relatively, 
small amounts of tax refunds. A deliberate interruption of the income flow would 
therefore be uneconomic to the taxpaver, so that revenue receipts would not be 
endangered in this situation. If, however, experience from operation ot the pro- 
posed progressive average method should establish that a serious loophole is 
created by the allowance of unlimited tax refunds, such a loophole should be 
closed by allowing the overpayment only as a credit against income taxes for all 
or a limited number of succeeding vears. 

Individua wth nrestment income 

The situation with respeet to so-called unearned or investment income is differ- 
ent \ provision to proteet tax revenues would appear to be necessary where an 
individual transfers a substantial portion of his income-producing property with- 

it a full and adequate consideration in money or money's worth, or for non- 
neome-producing property, or for property the income from whieh is exempt from 
if the individual were allowed to continue his averaging period after such 

he would be able either to recover taxes paid in preceding vears or to 

faxes on income of subsequent vears, without necessarily making a con- 
‘omitant economie sacrifice of sufficient proportion Such refunds or shifting of 
nts imav be prevented by requiring the individual to terminate his averaging 

event (a) the value of the transfers made in the taxable vear exceeds 

1 4) the average income of the vear of such transfers exceeds a 

stated amount, and (¢) the income from the aggregate of the reportable transfers 
made since the beginning of the averaging period equals a stated percentage 
The individual would therefore be required to furnish the following information 
if he should make transfers which affect his right to continue an averaging period: 

a) The aggregate value of all such transfers, in excess of a stated amount, made 
during the taxable vear. 

b) The annual income derived from the property transferred. Where the 
transfer consists of cash or other property, the income would be deemed to be not 
less than a stated percentage of its value. 

(c) The pereentage which such income is of the average income of the taxable 
year. 

(d) The cumulative percentage of transfers made in all preceding vears of the 
averaging period 

e) The total pereentage for the averaging period; that is, the sum of (¢) and 
d 


\ possible and perhaps simpler alternative to the reporting of the above infor- 
mation would be to permit the individual to continue the averaging period but 
require that he reduce his average income by the amount of income on the transfer. 

Novt Charitable and other contributions to the extent allowed by the In- 
ternal Revenue Code, section 23 (0), would not be a transfer affecting the right 
to continue an averaging period. Neither would a transfer of a future interest 
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property (such as a remainder or other similar interest which cannot at anv time 
affect the amount of income of the transferor) be included among the transfers 
used in determining the right to continue an averaging period. But a transfer of 
income-producing property for such a future interest would be a transfer affecting 
the right to continue an averaging period. The termination of the averaging 
period would not affeet the right of the individual to start a new averaging period 
with any subsequent vear, including the vear of the transfer which results in suel 

termination as the first vear of the new averaging period 





E:xHinir 6 


SPECIAL RELIEF IN CASES OF CAPITAI AINS AND i 

In some cases it may be a } ardship to require Individua fo pav a tax on a 
capital gain in the vear in which it is realized Taxation could in sueh eases be 
deferred as it is now done in analogous situation- eovered | ectio 112 of the 
Internal Revenue Code \ suggested method of grant eh relief w appear 
in detail in the article | am writing for the Virginia Law Review to be published 
this spring 

Generally speaking the sug¢vestion is to group propert a= follows 

Class <A Property acquired and held for the consumption or u f the tax- 
paver or his family 

Class I? Physical property used in a trade, busine r profession other than 
property held for sale to others 

Class ( Depreciable property held for the prod On ¢ come 

Class 1),—Stoeks and bonds traded on stock exchanges 

Class EK Other properts 

TI © proposal ts either to exempt gains from tl Sie OF proper Cla \ or, 
if that is not allowed, then to defer the THAN, ny ee rtain Ciretimstances. o the gain 
from the sale of residential property; to defer the tax, in certain circumstances, 
on the profit from the sale or exchange of property in classes 1 and C; and to defer 
the tax, in certain circumstances, on the gain from the sale or exchanae ol propert 
in ¢lass ID There would be no deferment of tax on the ca from the sale or ex- 
change of property in elass | 

In order t prevent reversal of the equities against t} (sovernment, the pro- 
visions of the Internal Revenue Code relating to wash sales would be broadened 
to postpone, In certain circumstances, deduction of the losses from the sale or eX- 
change of stoeks and bond 

Mr. Mitus. We thank vou very much for your appearance and 


the information vou have given the committee 

Mr. Reep. You have given a very fine statement. 

Mr. Bravuan. Thank vou 

Mr. Munus. Without objection, the committee will stand adjourn d 
until 10 o'clock in the morning. 

(Whereupon, at 4:45 p.m., the committee adjourned, to reconvene 
Friday, February 16, 1951, at LO a.m 
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FRIDAY, FEBRUARY 16, 1951 


House or REPRESENTATIVES, 
ComMMITTEE ON Ways AnD MEANs, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, Hon. 
Robert L. Doughton (chairman) presiding. 

The Cuarrman. The committee will be in order. 

The first witness this morning is Mr. Samuel J. Foosaner, tax 
attorney, of Newark, N. J. 

Mr. Foosaner, will you please give your name and address and the 
capacity in which you appear to the stenographer for the record? 


STATEMENT OF SAMUEL J. FOOSANER, TAX ATTORNEY, 
NEWARK, N. J. 


Mr. Foosaner. My name is Samuel J. Foosaner. I am an at- 
torney from Newark, N. J., specializing in Federal tax law. Having 
had the privilege of appearing before this esteemed committee in the 
past, | know of the conscientiousness with which its members ap- 


proach and analyze proposed new tax legislation. 

I appear before you today to urge that you reject the Treasury's 
proposals for additional income, corporation, and excise taxes at this 
time. 

It is not important that we have new taxes in a hurry. It is im- 
portant that we proceed slowly, but thoroughly to the end that we 
formulate a sound long-range tax program. I cite the words of the 
Secretary of the Treasury in this regard. 

On February 5, 1951, in an excellent statement before this com- 
mittee, he said: 

The essence of our problem now requires that we maintain our defensive strength 
over a long period of time. We must sustain productive capacity capable of 
outdistancing the enemy, year after year, in both quantity of output and quality 
of technological skill. 

In a very real sense we must match our program of military and economic pre- 
paredness with a comparable financial program. 

With the foregoing statements I am in complete accord. It is 
because the Secretary is right in emphasizing the necessity for a 
sustained productive capacity vear after year, that we cannot afford 
to get off to a wrong start. To impose greatly increased taxes now 
would be to make such a wrong start. Alternatively, there are four 
specific suggestions which I would like to place before you for your 
consideration. Through the adoption and pursuance of these sug- 
gestions, it is believed that new taxes can be avoided at this time. 
These four suggestions are as follows: 

First, eliminate spending and effect economies wherever possible. 

Second, plug all loopholes immediately. 
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Third, tighten up on tax evasion. 

Finally, adopt a 10-vear tax plan. 

The CuatmmMan, At this point, if vou do not mind my asking on 
question, vou suggest that we plug all loopholes immediately. Now 
vou have to tell us where those loopholes are. We are all agreed that 
is a sound suggestion but vou might be very helpful if at some time 
vou could tell us where to find those loopholes. 

Mr. Foosvxen. | would respond, Mr. Chairman, very suceinetly 
by enuneciating some of the loopholes such as | see them, but | would 
add that | would not be so presumptuous as to suggest that | could 
begin to touch on the loopholes as explored by the Secretary of 
Treasury himself in his testimony in February of 1950. He engaged 
Ina Very exhaustive discussion, very exploratory. He mentioned most 
of the loopholes. Some of them are closed. [am going to touch on 
some of them in this statement. | shall be glad to add others that 
lL have in mind upon completion of my statement. ~ 

The Cuarmayn. Thank vou, sir 

Nir. Foosaxner, Further tax increases are not merited at this time. 
Po adopt Secretary of Treasury Snyder's recommendations at this 
time would be to follow a course of action not in the best interest 
of the American people. To inerease the individual tax by four points 
the taxes on corporations by eight points, and impose new aggravated 
excise taxes, as proposed by the Secretary, in his testimony before this 
committee, would greathy weaken our national economy. The Ameri- 
can people cannot sustain the additional strain and continue to main- 
tain that standard of living so necessary to the leadership which this 
country has held out for the entire free world. The American tax- 
pavers are not presently prepared, either psvehologically or financially, 
for inereased taxation. They have neither realized nor felt the full 
impact of the increases brought about as a result of the 1950 Revenue 
Let and the Exeess Protits Tax Aet of January 5, 1951 

If the proposed individual tax increase were to vo into effeet, il 
single person, before exemptions, earning 83.000 would be required 
to pay S54 in taxes. When we recognize that several million of ou 
taxpevers are compelled to support one or more persons in addition 
to themselves, without enjoving the split-income benefit: which ts 
available to married couples, the severity of the proposed tax increase 
is quickly understood, 

How cana married man supporting himself, a wife and two children 
earning 83.000 a vear before exemptions, pay $144 in income taxes as 
proposed? With the cost of living at an all-time peak, what is this 
family to do in case of illness, or in an emergency? Is the situation 
any better for the same size family with a $5,000 income, before 
exemptions, with a proposed income tax of $624? 

The taxpayer who is in the higher brackets is indirectly responsible 
for most of our national income. Whether a sole proprietor, partner, 
or principal stockholder in a close corporation, it is he, who, for the 
large part, provides the risk capital, the jobs, and the industry to 
make general gainful employment necessary. How far can the 
Government go before discouraging all incentive to earning higher 
incomes? Certainly, those who have the ability to invest and are 
compelled to take great risks at a time when Government restrictions 
are at a maximum, will think twice before engaging in venture enter- 
prise, or continuing therein unless they are irretrievably entrenched. 








REVENUE REVISION OF 1951 46: 


Many taxpayers prefer to bask in the sunshine, or otherwise enjoy 
pleasurable vacations away from the hectic activity entailed in every- 
day business problems. Were it not for the fact that they might receive 
a reasonable return on their investments and for the expenditure of 
their efforts, they would seek the more leisurely path. Take away 
the stimulus and incentive of the average taxpayer to create some 
kind of an estate for himself and his family, and vou indeed are headed 
in the direction of killing the goose that lays the golden egg. 

Corporations are in business for profits. Attempt to tax away most 
of those profits and vou stimulate greater current unproductive 
expenditures and an earning point bevond which corporations decide 
not togo. These likely results, plus the fact, that to the extent Govern- 
ment restrictions will permit, the additional tax is passed on to the 
consumer, makes the merit of the higher corporation taxes most 
questionable. 

The Secretary of the Treasury has suggested $3,000,000,000 mor 
revenue from exeise taxes. The taxes which he recommended in 
this connection would fall upon the same hard-pressed taxpayers. 
He would increase taxes on cigarettes, cigars, wine and beer, thereby 
making further inroads on the average man’s daily pleasures. He 
would increase the tax on alcoholic beverages, thereby encouraging 
bootlegging with resultant losses of Federal revenue. The Secretary 
would have higher taxes on radios, television sets, and automobiles, 
thereby stimulating a new spending surge with the very inflationary 
effect it has been sought to offset. Even the tired businessman’s chief 
source of relaxation, golf, would be invaded with a new 20-percent 
tax on greens’ fees. 

The thought of pyramiding the tax load which is already unbearable 
and back breaking, must be flatly rejected, 

There are steps which can be taken now. We can climinate spend- 
ing and effect economies. We must pare our budget wherever 
possible. Senator Taft believes our estimated military costs can be 
substantially reduced. Senator Byrd has made specific proposals to 
eut in excess of 89,000,000,000 from the President’s proposed $71,- 
HOO COO O00 figure. Wherever economies ean be effected. this action 
must receive priority attention. Every possible channel of saving 
must be investigated, studied and pursued to a satisfactory culmina- 
tion. This is a time of emergency, and in such period there is no 
place for loose spending, inefficieney, extravagance, or frills. 

The Secretary of the Treasury suggested that loopholes in the tax 
laws be closed. He talked of withholding taxes on dividend distribu- 
tions by corporations, and, once again, urged that this field be 
explored, He stressed the special tax benefits presently available to 
the mining and oil industries through percentage depletion, saving 
that this struetural defect in the tax law is costing the Government 
hundreds of millions of dollars each year. The Secretary suggested 
raising substantial amounts of revenue from organizations and = in- 
comes now tax-exempt. 

The Seeretary of the Treasury is to be commended for his repeated 
recommendations to make everyone pay his fair share of our national 
tax bill. His recommendations in this regard merit immediate atten- 
tion. It has been estimated that as much as $2.000,000,000 could be 
raised from the various sources cited by Mr. Snyder. The Govern- 
ment cannot afford to bypass this revenue. 
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There are individuals in this country who are guilty of substantia! 
amounts of tax evasion. Where one taxpayer deliberately and know- 
ingly defrauds the Government, the tax he fails to pay must be mad: 
up by the remaining taxpayers. The United States Treasury Depart- 
ment has been doing a splendid job. But it needs every encourage- 
ment it can get in tax-law enforcement. Those individuals who ar 
responsible for collecting our tax revenue must be adequately staffed 
and properly compensated. Tax evasion must be rigidly checked in 
those instances where it occurs, for the revenue such action will 
produce, and in fairness to the taxpayers as a whole. 

Having established the first three points, | would now like to sub- 
mit to this honorable committee a somewhat drastic proposal. | 
ask that vou give serious consideration to a 10-year tax plan. 

Succinctly stated, the purpose of the 10-vear tax plan is twofold 
First, it would provide a blueprint for spreading the tax burden to 
meet the Government’s budgetary needs without simultaneousl\ 
weakening our national economy. Second, it would psychologicall) 
prepare all taxpayers for a long-term belt-tightening program. 

The American people are greatly confused. They are unable to 
ascertain, with any degree of definiteness, what lies ahead. With each 
day that passes their uncertainty increases. They are not able to 
plan their futures, or those of their children. Much of this confusion 
arises from the fact that our great Nation lacks a financial blueprint 

General Eisenhower has spoken of a 20-vear program of military 
preparedness and security. If the general’s thinking is right, the 
Congress and the Nation must support him. To do so successfully, 
the Government must provide a sound fiscal policy, an air-tight 
economy, and a long-view tax blueprint which will go hand in hand 
with our National defense efforts. 

Every fair-minded American taxpayer wants to sustain his share o! 
our country’s financial requirements. But he would like to have some 
idea of how much he is going to be called upon to pay. He asks, and 
with reasonable justification: Just what percentage of my pay must 
be used for taxes? Will they be increased or decreased next year, the 
vear after? What will happen after that? He would like to plan 
his own budget, fiscal policies, investment and business programs. 

The element of uncertainty that prevails where our Federal expendi- 
tures and taxes are concerned is devastating to the morale of the 
American people. They have been faced with one “blitz” afte: 
another, and “blitzes” are most damaging to the nervous system. 

In 1948, the individual and corporate taxpayers paid approximately) 
$4,000,000,000 to the Government, the greatest amount of any 
year in peacetime history. While, in 1949 and 1950, a “breather” 
was offered, it did not last for long. 

In a period of less than 4 months two of the most drastic tax acts in 
our history were enacted. American taxpayers have not had time to 
digest these laws, let alone understand them. They were just about 
getting familiar with the 1948 Revenue Act when the 1950 Revenue 
Act was passed. The Excess Profits Tax Act of 1950 constitutes a 
mass of tax legislation in and of itself. Midnight oil is being burned 
in every accountant’s and tax lawyer's office in the country to unravel 
and comprehend the many intricacies of the recent Excess Profits 
Tax Act. Without any new tax legislation, the estimated taxes for 
1951 are up approximately $9,000,000,000 over the year 1950. 
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On February 2, 1951, President Truman stated to the Members of 
Congress that the estimated budget for the fiscal year ending June 30, 
1952, totaled $71,600,000,000. Contemplating receipts in the same 
period of $55,100,000,000, he emphasized the Nation’s requirement for 
addititional taxes amounting to $16,500,000,000. He recommended 
immediate tax legislation to provide $10,000,000,000 and subsequent 
action to obtain the balance. 

But where is this money to come from? It is all right to allocate 
it to individuals, to corporations, and to excise-tax collections, but 
ultimately it must come from the pockets of the same taxpayers. How 
far can we go without splitting our American economy right down the 
middle? Your own chairman of this august committee has most aptly 
stated: “You can shear a sheep once a year; you can skin him only 
once.” 

In 1945, a war vear, when tax collections reached their peak, they 
only amounted to $47,750,000,000, and this included a net 85% percent 
excess profits tax. The American people will pay approximately 
$7 500,000,000 more in taxes during the next fiscal year than they did 
in 1945, and this notwithstanding the new split-income provisions of 
the law. 

What then is the answer? How can we get on a pay-as-you-go 
basis, meet our Federal needs, and simultaneously keep our great 
Nation economically strong? 

Congress must decide upon a budgetary program. In spite of the 
compulsory conjecture, it is recommended that Congress endeavor 
to anticipate and project the Government’s revenue requirements. 
While, as a practical matter, it will not be expected to enact tax 
legislation to stand indefinitely without change, modification, or 
adjustment, nevertheless Congress is capable of charting a general 
course. 

The essential steps which would be entailed in the proposed 10-year 
tax program are as follows: 

1. Estimate the Federal expenditures for the period from July 1, 
1951, to June 3°, 1961. 

2. Estimate the probable national income for the same period. 

3. Equitably apportion the tax load over the period from July 1, 
1951, to June 30, 1961. 

Within the purview of the above tax plan, the deficit of 1 year would 
be offset by the surplus revenue collections of another. 

Here is how the plan would work. Assume, after full pruning of all 
expense items except the ‘‘absolute essentials,” our budgetary require- 
ments for the 10-year period from July 1, 1951, to June 30, 1961, were 
estimated at $600 billion. If the history of the last 10 vears repeats 
itself the national income will increase from year to year, with the 
possible exception of small drop-back in 2 or 3 years. (See table A 
annexed to statement.) With this pattern in mind, let us assume 
that the national income is $280 billion for the fiscal vear ending June 
30, 1952, and thereafter there is an average increase of $20 billion a 
vear to 1961. Conjecturing a drop-back of $10 billion in each of 3 
years (sav 1955-56 and 1959), the total estimated national income for 
the 10-vear period will amount to $3,310,000,000,000. (See table B 
annexed to statement.) 

Instead of piling taxes in 1 vear to meet the defense costs of other 
years between now and June 30, 1961, the $600 billion required by 
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the Government would be met by taxes in accordance with the 
“taxable vear’s ability to pay.’ Illustratively, since the estimated 
national income for the fiscal vear ending June 30, 1953, is $300 billion, 
and this represents approximately 9 percent of the total anticipated 
national income for the entire 10-vear period, the total tax require- 
ment for that vear would be 9 percent of $600 billion or $54 billion. 

The national income for the fiseal vear ending June 30, 1954, having 
been conjectured at $320 billion, or somewhat less than 10 percent 
of the conjectured total income for the 10-year period, the taxes to 
be collected for that vear would be approximately $58 billion. 

If the above assumption of $600 billion is determined to be too low 
for the 10-year period from July 1, 1951, to June 30, 1961, it can be 
increased, It is merely necessary to apply the same formula to the 
higher figure. Thus, if after preliminary study, or upon subsequent 
modification, it appears that S700 billion, for example, will be neces- 
sary, then, in such event, each taxable vear will be required to produce 
its percentage of taxes on the S700 billion figure. 

It is humbly submitted that by invoking the L0-vear tax plan, after 
first taking the other three steps, namely, those of paring the budget, 
plugging loopholes and tightening up on tax evasion, Cougress will 
determine that no additional income, corporation, or excise taxes will 
be required this vear. The new tax plan would enable the Govern- 
ment to keep current without long-term deficit financing. In any 
vear in Which the tax collections exceeded the actual outlays there 
would be a surplus to carry forward to the remaining taxable vears. 
While the Treasury would not be on a “pay as vou go” basis from 
year to vear, it would not be behind at the end of the 10-year period 
Through sound economic Government administration, with 10 
high-tax vears, not only can current Federal needs be met, but a 
substantial reduction might be simultaneously made in the present 
national debt. 

Senator George has said that the tax structure is “in balance now,”’ 
implying that the major sources of Federal tax revenue have been 
clearly established. This, then, facilitates congressional tax planning 

The 10-vear tax plan is not intended as a panacea, It is proposed 
that our security costs be met by spreading our payments over a 
longer stretch. It is humbly submitted that this would be less 
shocking to the Nation’s economy and the American people than « 
series of back-breaking tax loads shot at individual and corporate 
taxpavers in machine-gun succession. It is only in this way that our 
country can remain capable of resisting financial bankruptey from 
within and the challenges of foreign ideologies from without. 

The entire tax structure and program needs revision. This is a 
project in and of itself. It merits thorough study and early action 
In long-range tax planning full consideration should be given to 
defining the respective tax spheres of the Federal, State, and local! 
governments. Duplicated and triplicated expenditures now prevalent! 
should be eliminated wherever practically possible. With the help 
of such informed and experienced men as Senators Martin, George, 
Taft, Byrd, and the other members of the Senate Finance Committee 
and with the benefit of your guidance and direction, there is much 
which can be done to strengthen our Federal tax structure and 
effectuate great savings to the American taxpayers through proper 
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coordination of tax imposition and collection on the three separate 
levels. 

The future continued suecess of our great democracy and a free 
world rests largely on an invulnerable American economy. At the 
root of that economy are our tax laws and tax svstem. The time has 
come when a more permanent tax course must be charted. No greater 
responsibility ever fell to the shoulders of any congressional group 
than that burden of decision now reposed with the members of the 
Ways and Means Committee. 

(Tables A and B are as follows: ) 
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The Cuarrman. Mr. Reed. 

Mr. Reep. Mr. Foosaner, you have made a very challenging and 
intriguing and interesting statement. You have brought out on page 4 
something that has troubled me for some time which | think is working 
against our economy. We have inflation and vet we know that pro- 
duction is one of the important things to stem the tide of inflation. 
Is that not true? 

Mr. Foosaner. That is true 

Mr. Reep. Here is a situation which is quite common throughout 
the country. IT have a good example of it where certain businessmen, 
especially professional men, are working only 9 months out of the vear. 
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They devote the other 3 months to whatever their hobby may be 
hunting, and so forth, rather than devoting those 3 months to working 
for the Government. That is not a good situation, is it, for ou: 
economy? 

Mr. Foosaner. That, Congressman Reed, I construe to be a very 
dangerous trend. ' 

Mr. Reep. I hear young men frequently state, “I do not want to 
get into a higher bracket.’’ Consequently, their ambition is dampened 
and they are not inclined to work up to a better position. That is 
not good for the country either. 

There is much to be said for the oldster who has to have a great 
deal of sun, and I can see some things that may be pretty hard to 
anticipate, there are always unusual things to come up to cause 
shift in taxes. 

| do know this: Since I have been on the committee I do not know 
of a time when the 25 men here have had the time to go into a com- 
plete overhauling of this Chinese puzzle. One tax bill has been piled 
up on top of another until only a tax expert such as yourself can 
possibly begin to comprehend and to make out tax returns. 

Mr. Foosaner. Congressman Reed, may I be so presumptuous as 
to make a suggestion in that direction? 

Mr. Reep. Yes. 

Mr. Foosaner. It is my humble conviction that Congress will 
never reach the point of entirely revamping the tax structure as it 
sees the requirements to be, if it attempts to set aside current tax 
needs, but if, on the other hand, it engages in a simultaneous endeavor 
running hand in hand in revising the tax structure, then 2 or 3 or 4 
years hence you will have it. 

Essentially what I am saying is this, by way of humble illustration. 
If you are going to say we cannot build a new highway because we 
have to have a highway and we cannot give up the present one, you 
will never build a new one. But, if simultaneously, while you are 
patching the old road, some distance away you are constructing a 
new one with a view to having it completed, 2, 3, 4, or 5 years hence, 
the time will arrive when you will have a completed road. 

Mr. Reep. Another thing is that we are so closely connected with 
the political field and political psychology. On page 12 you have this 
paragraph: 

In any year in which the tax collections exceeded the actual outlays there would 
be a surplus to carry forward to the remaining taxable years. 

My observation has been that as far as the legislative body is con- 
cerned, when elections are approaching in the near future, and there 
has been a year when we had a surplus, that surplus is not usually 
carried forward for purposes of the next year; they are going to 
spend it. 

Mr. Foosaner. Congressman Reed, the way I would respond to 
that statement would be to say that this 10-year proposal is a three- 
piece package. The whole idea is to estimate the budgetary needs, 
figure the percentage that has to be raised in a taxable year, and stick 
by a general plan. On that basis, if the national income exceeded the 
amount estimated and the budgetary requirements were less, there 
would necessarily be a surplus. In other words, we have to engage on 
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a program which will leave us current or ahead at the end of the 10-year 
period. 

Mr. Reep. If we were not dealing with a political situation in which 
] suppose there are very few men in the Congress who do not yield 
more or less to certain pressure from home, the setting up of a plan 
on paper would be all right, that could be done very well. Perhaps a 
business organization could do it. But really you are dealing with 
psychology here which makes it very difficult to carry out, | think, 
your proposal. I am not saying it cannot be done, but I can see a 
good many difficulties connected with it. 

Now I have one other thing You speak about the taxes and the 
pressure of taxes You know, we hear a great deal about the Federal 
taxes but we seldom couple with that the State income taxes that bear 
down on business We do not hear very much along with those taxes 
about the social security and the unemployment insurance drain 
upon business and the local taxes, so that when vou come to add them 
all it is bringing pretty big pressure on business, and certainly sooner 
or later it must destroy incentive 

Mr. Foosanrr. You make a very meritorious point, Congressman. 
In 1945 while the Federal tax collections amounted to $41 billion, 
the State tax collections were $4.3 billion and the local $4.9 billion, 
bringing it up to $50.2 billion that the taxpayers had to pay. 

In the next 5 vears, by 1950, while the Federal collections fell off 
to $35.1 billion, the State tax collections were augmented to $7.9 
billion, the local to $8.1 billion, and the taxpayers paid $51.1 billion in 
1950, in a lesser Federal tax year. 

Mr. Reep. | am glad to get those figures because vou have them 
nearer up to date. I noticed in one of the bank statements in New 
York that the State expenditures had increased over a short period of 
time about $5 billion " guess you put the figure a little higher; 
is that right? 

Mr. Foosaner. I have the chart right here, Congressman, if it 
will be helpful at all for the record. 

Mr. Reep. We shall be glad to have it. I wish you would put 
the chart in the record. It would be a fine thing to have. 

I ask unanimous consent to have the chart put in the record. 

The CHarrmMan. Without objection, the chart will be inserted in 
the record. 

(The chart and an accompanying table follow:) 
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Mr. Reep. On the whole, vou have made a very interesting state- 
ment, as vou always do, and TL thank vou very much. 

The CuatrmMan. Mr. Jenkins 

Mr. Jenkins. Mr. Foosaner, | am very much interested in your 
statement, especially in this 10-vear plan. However, in a great 
country like ours with the world in the situation in which it) has 
been in the last 30 Vvears I do not see how Vou can risk the financial 
economy of the Nation en a 1l0-vear program, because in those 10 
Vears Vou might ura along for 5 Vears smoothly nnd all at once Wwe 
might be catapulted into a situation such as we are in now. If vou 
have a 10-year program and in some vears had a surplus of money, 
vou would want to spend it, vou would find some place to spend it. 
You would not economize. History shows that we will not economize 
if we have the money available. How do vou figure that? 

Mr. Foosaner. Congressman Jenkins, | feel that vour general 
philosophy is entirely correct, but if vou trace that same history | 
think vou will find that at no point did the legislator ever precormmit 
himself in advance. If he had the $100,000,000 he spent it. But a 
statesman’s word is good notwithstanding political pressure, and if 
he said, “If 1 collect S$150,000,000 next venr, l am voing to set 
$50,000,000 aside,” possibly the pressure bevond What he can stand 
may take SLO,000,000 of it but there would be $40,000,000 ° to carry 
over. However, if he has never made that commitment in advance, 
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he has no promise or pledge, and, of course, the pressure causes him 
to spend the whole $150,000,000. 

Mr. Jenkins. You have a new principle here in government. The 
tax is a constant thing that goes with the solvency. Do you know of 
any government that plans expenditures 10 years ahead? 

Mr. Foosaner. I do not, Congressman Jenkins. When I started 
my statement I said that this was a drastic proposal. Ll do know 
that some endeavor must be made on behalf of the American economy 
and I do feel humbly that the American people would like to see 
some kind of course charted even though it cannot be religiously 
pursued. 

Mr. Jenkins. You are right in this document, vou are talking 
about here the right of sovereignty to perpetuate itself and do it 
through taxation, and it leaves sovereignty to be extravagant some- 
times but it leaves it pretty much, | would not say inhuman but a 
little severe. There is the old saying that ‘““The power to tax is the 
power to destroy,”’ and 1 would like to see your plan tried, but still 
1 would not want to guarantee its success. 

Mr. Foosaner. | would not only say it causes sovereignty to be 
severe but in justification of what the Government does I feel there 
ought to be a simultaneous process of education of the public with 
respect to the political pressures to which Congressmen are subjected. 
There is plenty of room for that education on a broadside basis. 

Mr. Jenkins. You are right. 

The CuarrmMan. Mr. Simpson. 

Mr. Stimpson. Mr. Foosaner, under your suggested plan would the 
income each vear equal or approximate the outgo? 

Mr. Foosaner. I prepared two tables, Congressman Simpson, that 
I attached to the statement. In the first I showed the national income 
for the period from 1939 through 1950 and the amount of taxes which 
were paid in those respective vears. 

Now based on that history, with a 2 or 3 vear dropback, I attempted 
to project in a very conservative fashion the national income for the 
fiscal year ending June 30, 1952, through to 1961. Simultaneously I 
attemped to show on a $600 billion budgetary plan the percentage 
requirement in each vear, upon taking cognizance of the over-all 10- 
vear period. So that to answer vour question, Congressman Simpson, 
looking at the fiscal vear ending June 30, 1952, on the $600 billion re- 
quirement there would be an 8.46 percent necessary for taxes, or 
$50.76 billion for that vear. 

Mr. Simpson. With that balance that would approximate one-tenth. 

Mr. Foosaner. No; that would be less than one-tenth. It would 
be around one-cleventh. You might have, therefore, a deficit in that 
year which would be made up 3 vears later. 

Mr. Simpson. Now what do you conjecture is the real principal 
purpose of the President’s request now for this additional $16 billion? 
Is it not, as he suggested, one of the major hedges against inflation or, 
as he suggested, the reason for the new tax collections is to avoid 
further inflation? 

Mr. Foosaner. Well, that becomes somewhat debatable in my 
mind. 

Mr. Simpson. That is one of the reasons he gave the committee. 

Mr. Foosaner. It is debatable for two reasons. First, 1 think if 
you will check the American people with respect to the 1950 Revenue 
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Act, which was enacted on September 23, 1950, and the excess-profits 
tax of 1950, which was enacted on January 3, 1951, vou will find that 
they have not begun to appreciate their impact. The inflationary 
trend is quite sufficiently fixed in those two bills. 

Mr. Stmpson. You mean that our income will be greater so there 
will not be a $16 billion deficit on the present level of expenditures? 

Mr. Foosaner. | did not mean it in that sense. [| meant it in the 
sense that there will be a lesser inflationary trend, in other words, 
there is an additional $9 billion being picked up. 

Mr. Simpson. That source of income was considered in the estimate 
and after that is taken into consideration we are requested to raise 
$1645 billion more. 

Mr. Foosaner. With respect to the $16% billion, Congressman, and 
possibly an additional $16}. billion that might be due in the ensuing 
vear, and possibly an additional $16) billion that might be due in the 
third fiscal year, | sav that a total of $50 billion excess over and above 
tax collections would then be more than made up in the next 7 years 
in the 10-year program. 

I say it is unfair to the taxpayers today where there are five tax- 
payers, for example, to make them pay the bill of seven taxpayers of 
o> Vears from today. 

Mr. Simpson. Now we are told to balance the budget and to avoid 
further deficit financing, and we have had a plan presented to us. On 
page 3 vou refer to the increase in taxes on the individual, the married 
man with two children, with a small income of $3,000, and so on, 
and you quite properly state in effect that those people cannot afford 
the increase in taxes. Now is it not done deliberately? Is that not 
the purpose of this bill, to reach the source of large dollar income and 
to lower the standard of living? Is that not what it is designed to do? 
For what else do we have these big increases in the low-income group 
plus the increases on a lot of excises, which will hit them propor- 
tionately harder than anyone else? Is it not an obvious thing, the 
over-all income of those very important groups of people has to be 
decreased, there being no other source to get the money from, and that 
the purpose is to reduce their standard of living and every other 
person's standard of living as a part of the sacrifice to balance the 
budget to avoid further inflation? We have had testimony to that 
effect repeatedly. 

Mr. Foosaner. It would seem that your statement is entirely 
correct, Congressman, and if it is deliberately designed to reduce the 
American standard of living, the question can be properly posed, How 
far can you go before simultaneously you withdraw the American 
strength to produce? 

Mr. Simpson. That is right. In addition to this proposal we have 
a ceiling on wages, the purpose being to avoid any increase in income 
to the groups to which we are referrmg so that they are bound to be 
caught in the squeeze and their standard of living will go down. 
Now that can be described as a sacrifice on account of the war or it 
may be attributed to a sacrifice as a result of our fairly loose, wasteful, 
fiscal policies in the years that are gone. We are paying the piper, 
and those people who are caught in that group are going to have to pay 
in an unjust and higher proportion than some other people with 
larger incomes. But when we talk about avoiding inflation, we have 
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to go to the source of the largest dollar income in order to wet the 
money to balance the budget. 

[ have no doubt in my mind that the whole thing ts planned and 
designed to cut down their income and to do it deliberately. Now 
with that in view, what do vou have to suggest to avoid that, if it ean 
be avoided, and vet raise the dollars which are necessary to balance 
the budget? 

Mr. Foos,ner. Only, Congressman, that the same impact by 
spread rather than concentrated. 

\Ir. Simpson. Yes; but when vou spread it, assuming that ther 
are sources of substantial income in higher brackets and so on, | mean 
where vou get larger amounts of money, vou take from the people who 
perhaps are not going to spend it anyway, and certainly they are not 
going to need much more than the lower income man does, if as much 
and it gets into circulation among these great masses of people, th: 
low-income group, and that is what we are trying to curtail, to cut 
down on the spending of the lower income group. Lam forced to that 
conclusion, that it is done with that deliberate purpose, and IT do not 
know of anv way to avoid tt. 

But I think we are talking beside the point when vou suggest we 
ought not raise the tax on that group because it is going to cause some 
suffering. As a matter of fact, it is designed to do that, on the basis 
of the good things we have had in the past 2 vears. The administra 
tion is going to force a lowering of the standard of living of the average 
American person. [see no way in anything suggested by the President 
that we will avoid it. 

The Ciuarman. Mr. Kean. 

Mir. Kean. Mr. Foosaner, continuing the matter which Mr. Simp 
son Was discussing, Erie Johnston when he appeared before us a coupl 
of days ago was very insistent, for the purpose of preventing inflation, 
that we balance the present budget. Under vour plan we would not 
beleuee the budget this vear, Now, do vou not fee tT that deficit finan 
cing does cause inflation? 

Mir. Foosaner. | do not profess, Congressman Kean, to be at 
expert economist. | make two points with respect to Mr. Johnston's 
statement. Tf a sufficient amount is collected in taxes, vou count: 
inflation, and there are additional tax collections due now of $9 billion 
and, secondly, in high tax vears inflation is not necessarily kept dow: 

L have a couple of vears on a chart here. In 1944, the highest tay 
vear, with the higher revenue collections having been in 1945, thy 
dollar value in those two respective Vears, based on a 1939 dollar, if | 
recall correctly, was 79.7 and 77.9. In 1948 and in 1949, which wer 
two lower tax vears, the dollar value was 58.4 and 59.1. 

Mr. Kean. Inany ease, looking at inflation, the only thing we hay: 
lo balance would be the so-called cash budget? 

\Ir. Foosaner. That is correct. 

\Ir. Kean. Whieh is the defieit. The cash budget is claimed to } 
$12.800,000,000 and not $16,600,000,000, Tn any ease, as far as intl 
tion is concerned, we would not have to go as high as the President 
recommended? 

\Ir. Foosaner. To am inelined to agree with that, Congressma: 
Kean. Of course, the other points L emphasized in my statemen! 
I repeat that it becomes questionable as to how far you can go in thy 
direction of lowering the standard of living as pointed out by Congress 
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man Simpson without cracking the economy. You are on the other 
end of the scale. 

Mr. Kean. How you can injure the productivity has been shown 
by the experience in Great Britain where the tax on the worker is so 
high that the worker does not want to work a full week. 

Mr. Foosaner. That is entirely correct. That is the point that 
was illustrated by Congressman Reed. 

Mr. Kean. If we had established a plan such as vou suggest back 
in 1947, at that time we would not have planned such spending as 
we are forced to have now. We would probably have talked at that 
time about the necessity of a budget of something like $30 billion over 
the 10-year period. In this administration and the past administra- 
tions we have had emergency piled on emergency. [| just wonder 
whether, with world conditions changing, it ts really practicable to 
estimate over such a long period. 

Mr. Foosanrer. Congressman Kean, unquestionably there must be 
the element of conjecture. The best we can do is look to our present 
situation, assume that the spending for at least military purposes is 
going to continue on this level for a period, and then having done that, 
we might then look at the period from 1941 through 1949. There we 
have five war vears and several supplemental high-tax years. The 
total sums of Government expenditures for those vears started at 28.7 
billion dollars in 1941, hit a high ef 103.1 billion dollars in 1944, and 
the total for a 9-vear period was 584.6 billion dollars. Now certainly 
the next 10 vears should not exceed by a great amount the sums ex- 
pended in the L941 to 1949 period. That ts wartime history. 

Mr. Kean. You mentioned hampering the use of money which was 
used for investment on account of high taxes and you stated that the 
taxpaver in the higher tax bracket was directly responsible for most of 
our national income. At what point of tax do vou think ambition is 
so dampened that productive use of capital is limited? The President 
has suggested that in the high-income groups you have a 05-percent 
tax, which certainly is not going to encourage those with a 95-percent 
tux to put their money in productive enterprise. 

Mr. Foos,ner. In answering that question, Congressman Kean, I 
would say that in considering the point at which incentive stops vou 
must necessarily simultaneously consider the enjovment or pleasure 
that the earner derives from his enterprise. If he can pleasurably 
keep 5 percent, he might enjoy paving 95 percent to the Government, 
but hamstrung by every kind of restriction, labor shortages, union 
trouble, price questions, and the multiplicity of problems that he daily 
encounters, perforce, cause the amount of return which he desires to 
enjoy to be augmented in order to decide that there is a sufficient 
amount of incentive to stay in business. 

Mr. Kean. You would not claim any specific 

Mr. Foosaner. [ think it would vary from individual to individual, 
and [| suppose some cognizance must be taken of the extent of his 
uleers and prospective aggravation. 

Mir. Kean. | have one more question. You mentioned the plug- 
ging of loop-holes. One of the loop-holes that the Secretary has 
claimed as a loop-hole is the estate tax. He has said that we should 
enact into law the suggestions which he made 2 vears ago with refer- 
ence to the estate tax. Do vou think that there are any loop-holes 
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there and do you favor the changes which the Secretary has recom- 
mended in the estate tax laws? 

Mr. Foosaner. First, Congressman, I do not perceive there to be 
any loop-holes in the estate-tax law as indicated by the Secretary. 
Secondly, I definitely would object to the changes which he proposes. 

Today a man has two estates. He has the estate he thinks he has 
and he has the estate that Uncle Sam says he has after he dies. If 
he thinks he has a $200,000 estate and the Commissioner comes in 
and says that the small business that had a book value of $80,000 
also had a good-will value of $200,000 under A. R. M.~34 or some 
other applicable formula; if he says all the life insurance is taxable 
as part of his gross taxable estate, notwithstanding the fact that he 
had designated irrevocably given beneficiaries, if the Commissioner 
asserts that man left a $450,000 estate when he thought he left 
$200,000, then in order to meet the taxes and produce the requisite 
liquidity, which invariably is lacking, the estate is wiped out. 

I definitely am not in accord with the Sec retary’s suggestions on 
changing the estate tax. 

Mr. Kean. You do not think there are any loop-holes in the estate 
tax? 

Mr. Foosanrer. None of any consequence. 

The Cuatrman. Mr. Mason. 

Mr. Mason. Mr. Foosaner, | have your statement labeled “most 
excellent.” That is my shorthand for meaning worthy of further 
consideration and study. 

As I get your statement, as give nh to me, you are proposing a 10-vear 
budget rather than a 1-year budget that the President is proposing. 
Is that right? 

Mr. Foosaner. Essentially that is so. 

Mr. Mason. You are proposing that the Federal Government adopt 
good business policies that all successful business organizations adopt 
to project itself into the future and plan for the future rather than 
from day to day or vear to year; is that right? 

Mr. Foosaner. Congressman Mason, that is correct. 

Mr. Mason. [agree with you 100 percent on that fact, because a 
10-vear budget is a much more, in my opinion, sensible budget than 
a l-vear budget, and projecting into the future is the only businesslike 
way for any organization to do because vou can then plan for and 
kind of regulate vour business for that period at least. 

The Cuainman. Are there any other questions? If not, we thank 
you for vour appearance and the information you have given the 
committee, Mr. Foosaner. 

Mr. Foosaner. Thank you, Mr. Chairman. 

(The following table was submitted for the record by Mr. Foosaner:) 
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Disposable personal income in current dollars and in 1935-39 dollars, calendar 
years, 1929-49 


Disposable personal income 


Amount (billions Per capita ? 


In current In 1935-36 In current In 1935-39 
dollars dollars dollars dollars 


1929 
1490 
1831 
16382 
1033 
lus4 
1935 
1436 
1937 
1435 
1439 
1440 
1941 
1v42 
1945 
lu44 
1945 
1046 
1047 5 
1¥4s5 110 

ly4y 7 110.8 


“10 


mons 


“Ino 


? Consists of total pers nal neome less personal tax and nontax payments 
? Based on estimated population, excluding armed forces ovreseas, as of July 1 of each calendar year 


Source: Department ymimerce and Departinent 


The CuarrmMan. The next witness is Mr. Arthur Elder, tax con- 
sultant for the American Federation of Labor, Washington, D. C, 

Please give your name and address to the reporter and the capacity 
in which vou appear. 


STATEMENT OF ARTHUR ELDER, TAX CONSULTANT FOR THE 
AMERICAN FEDERATION OF LABOR, NEW YORK, N. Y. 


Mr. Exper. My name is Arthur A. Elder. I am tax consultant 
for the American Federation of Labor. My residence is New York 
City. 

Mr. Chairman and members of the committee, I might say before 
I get to my prepared statement that I am very much pleased at the 
opportunity to appear before your committee. | recognize and the 
members of the American Federation of Labor, I am sure, recognize 
the gravity of the problem that is facing vour committee. In 1950 
Congress decided that controls were necessary to combat inflation. 
These controls were authorized by Congress. For a period there was 
widespread criticism at the failure of the administration to exercise 
these controls. Recently the controls have been exercised and now are 
in the process of being worked out. In our opinion, further efforts 
to make these controls effective of their purpose will be largely of 
no avail unless they are complemented by fiscal and tax measures 
which must play a major role in combating inflation and providing 
the revenue needs of the Government. 

Now I shall proceed with my prepared statement. 

The executive council of the American Federation of Labor on 
January 25 went on record in support of increased taxes to yield 
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additional revenue sufficient to provide for extraordinary defense 
expenditures, as well as for the regular expenditures of the Federal 
Government, out of current revenue. 

During the past 3 weeks newspaper reports, radio commentators, 
and editorial writers have devoted a large share of space and time to 
discussions as to whether $8 billion, $10 billion, $12 billion, or $16 
billion in additional revenue will be needed. In challenging the 
budgetary estimates of probable expenditures, editorial writers are 
frequently echoing the statements of men in responsible positions. 
These gentlemen have told us for several years past that tremendous 
reductions could be made in’ Federal expenditures. Last vear, 
following the usual repetition of charges of inflated budget, it appeared 
that congressional erities could not agree among themselves as to 
where specific economies were possible, but succeeded in persuading 
Congress to adopt the questionable device of applying a blanket 
percentage reduction to appropriations that they, themselves, had 
earlier approved, 

This vear, Mr. Lawton, Director of the Bureau of the Budget, 
has given the members of vour committee a detailed analysis of the 
budget. He has stated that 83 percent or 860 billion of the proposed 
budget is to finance military services, interest on the publie debt, 
international commitments, and veterans’ services and benefits. An 
additional $3.6 billion is being requested for atomic energy develop- 
ment, defense production activities, civil defense needs and provision 
of other services incidental to the defense needs. 

Examination of the breakdown of the remaining SS billion in the 
proposed budget shows suggested appropriations for a variety of vital 
services essential to the national security, because they are directly 
related to the health and welfare of every section of the American 
people. Yet this small section of the budget, so vital to our security in 
terms of the contribution it would make to the morale of our people, 
constituting approximately 11 percent of the total expe ‘nditure, is 
most frequently attacked by the economy advocates as “wasteful,” 
“oxtravagant’’ and “‘unnecessary”’. 

The American Federation of Labor wil support informed and sincere 
efforts to point out possible economies in either the defense or non- 
defense portions of the Federal Budget. We believe, however, that 
irresponsible eritics are doing much to create confusion, suspicion, and 
distrust which can serve no purpose other than to weaken the general 
morale and strengthen the very forces we are presumably preparing 
to resist at this time. 

This tendency to exaggerate the possibility of making reductions 
in the budget as presented to Congress has, in our opinion, been ac- 
companied by unwarranted optimism on the part of a majority in 
Congress in adopting certain changes in revenue laws. An examina- 
tion of the changes made in revenue laws by Congress during the 
postwar vears shows they have resulted in a reduetion of revenue ina 
period of prosperity. They have also been of such a nature as seri- 
ously to handicap the Treasury in framing proposals that are both 
equitable and cconomically sound, now at a time when additional 
revenue is urgently needed, 

Of the S10 billion tax increase now recommended by the Treasury, 
it Is proposed that exeise taxes be increased by $3.055 billion, the cor- 
poration income tax reventie by $3.0S0 billion, and the individual 
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income tax revenue by approximately $4 billion. We will comment 
on these proposals in turn. 

First with regard to the excise tax increases that are proposed, after 
thorough consideration of various factors such as the incidence of the 
tax, the growing burden of taxes on consumers, the existing high level 
of excise-tax rates relative to other taxes, and the probable undesirable 
consequences of the adoption of the particular taxes recommended, 
the American Federation of Labor wishes to express strong opposition 
to the increase in excise taxes proposed by the Treasury. 

Excise taxes on various commodities were increased several times 
during the war Vears. Their effect. in boosting living costs were 
recognized by Congress, which referred to them as ‘emergency’ 
taxes to be eliminated as soon as the war ended. They were not 
eliminated, even though Congress has made reductions in other more 
equitable taxes aggregating billions of dollars. As a consequence, 
the “‘war emergency” excise-tax schedules resulted in the collection 
of from $8.5 billion to $9 billion in revenue in 1950. This was in a 
vear in which income-tax rates were still somewhat below World War 
I] rates, in a vear when several million income-tax pavers in the 
middle- and upper-income levels enjoved special tax privileges ex- 
tended them by Congress, and when income from estate and gift 
taxes reached a low relative to total revenue again as a result of 
tax privileges extended by Congress in the postwar period. 

Now it is proposed to increase the $8.5 billion in annual revenue 
from the “war emergency” imposed excise taxes by an additional $3 
billion. a So-percent increase. At the same time, it is recommended 
that income-tax rates be increased only one point above the level 
they reached during World War If. The members of your com- 
mittee will doubtless remember that Secretary Snyder stated that 
marricd people in the middle income brackets benefiting from the 
income-splitting provisions will pay substantially less in ineome tax 
than they did during World War I], even in the event that the 
recommendations of the secretary, as presented to vour committee, 
are adopted, 

Are the 35 million single and married income recipients with incomes 
below $3,500 and all single taxpayers at Incomes above $3,500 to pay 
additional excise taxes to make up for the $2.5 billion deticieney sane- 
tioned by the adoption of the income-splitting provision by Congress 
in the Revenue Act of 1948?) Should it not be recognized, too, that 
these 65 percent of income recipients at below the $5,500 annual wage 
level are paving a major share of the $2.5 billion a vear more in sales 
taxes at the local and State level than was paid in 1945? 

We are opposed to any increase in excise taxes at this time, there- 


fore, because we believe such increase would be discriminatory and ts 


Unnecessary. It is ou Op rion that such an increase should not evel 


be considered until a considerably larger portion of needed revenue 
than requested has been obtained from more equitable types of 
taxation 

Moreover, we believe a number of questions are pertinent regard- 
ing the probable over-all impact of the proposed 83 billion increase in 
CXCISe LANES. The S83 billion in exeise taxes will increase the price of 
goods snd the refore the cost of living by ut least ba billion or tnore, 
probably more and considerably more. Under controls, workers are 
expecting that increases im the cost of living will be matched by 
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corresponding increases in wages. Under the proposed increase in 
excise taxes, workers will therefore expect an increase in wages. Who 
will absorb this increase? The fact that Secretary Snyder minimizes 
the possible impact of this increase seems to argue that the worker 
is to absorb the tax. 

The assurance of Secretary Snyder that the proposed taxes will 
result in little pressure on price ceilings is not so reassuring in the 
face of the fact that the $8.5 billion annually being presently collected, 
added to the $5 billion in sales and excise taxes collected by States, 
has already pushed up the cost of living materially. Moreover, the 
later intimation in Secretary Snyder's statement that “the pressure 
for revenue may require further examination of new excise tax sources’’ 
over and above the 83 billion now being requested raises some question 
as to the propriety or timeliness of the earlier assurance. 

Finally, we cannot agree that the suggested excise tax increases 
will result in minimum disturbance to the economy. An increase of 
from 7 percent to 20 percent in the factory price of passenger cars 
will be an invitation to boost the price on used cars. Passenger ears, 
new or used, are just as necessary to the livelihood of thousands of 
workers as trucks or tractors may be for transportation or agriculture 
Moreover, if the proposal for the sharp increase in excise rates on 
passenger automobiles grows out of a desire to curtail the use of 
metal in short supply, would it not have been more logical to establish 
a low rate on light, economical, low priced cars to encourage their 
production and to discourage the production of heavier, more expen- 
sive cars, by establishing higher rates? In our opinion, similar 


questions might be raised concerning the propriety of proposing an 


increase of from 10 percent to 25 percent on consumer durables regard- 
less of their price and/or the amount of work or material involved in 
their manufacture. Articles such as passenger cars, electrical equip- 
ment, and other such durables it is proposed to tax are by no means 
in all cases luxuries that should bear additional tax. Moreover, the 
fact that some of these articles are already subject to a war-imposed 
emergency tax constitutes no argument for increasing the tax. 

Finally, it should be pointed out that States, many of which are 
financing veterans’ bonus programs with revenue from aleoholic 
beverage and tobaeco taxes are now collecting approximately S900 
million yearly in revenue from these two sources. Motor vehicl 
owners who last year paid more than a billion and a half dollars in 
State-collected gasoline taxes and now face the prospect of additional 
taxes in several States certainly will not regard the propsect of a 
$580-million increase in gasoline taxes with equanimity. It is our con- 
sidered opinion that whatever validity there may have been to the 
Secretary's contention that the items he has selected provide “‘a basis 
for substantial additional revenue” is largely negated by the fact 
that the States have increasingly placed heavy taxes on the identical! 
items. 

If excise taxes are imposed, it would seem to us that they should 
be employed principally to curtail the use of luxury goods and agg 
modities requiring an excessive use of materials in short supply, 
might add exclusively to curtail the use of luxury goods and pon sky 
ties requiring an excessive use of materials in short supply. 

Now, I would like to comment on the personal income tax proposals 
as presented by the Treasury. 
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The Treasury is proposing a $4 billion increase in revenue from the 
personal income tax by raising all income tax bracket rates by 4 
percentage points and by an upw ward adjustment in the rates on capital 
gains. 

The proposed 4 percentage point increase will bring tax rates to one 
point above their World War II high under the Revenue Act of 1944. 
We are thoroughly in accord with the general objective of the Treasury 
recommendation, recognizing that the bulk of any increased revenue 
should come from the personal income tax. However, 1 might add 
here, parenthetically, that we do not believe, that is we do recognize 
that the percentage point increase proposed by the Treasury in itself 
is not equitable. It is obvious that in a 24-percent rate increase to 
28 percent, vou have an increase of four-twenty-fourths or one-sixth, 
which is approximately 16% percent. On the other hand, a 4-percent 
increase added to or superimposed on a $2-percent rate gives you 
36 percent, which is four-thirty-seconds, or one-eighth, which is 
12% pereent, So from that standpoint the proposed percentage point 
increase we recognize as inequitable. 

However, we would point out that to the extent that the proposed 
increases involve increased tax burdens for either individuals or family 
units with gross income of less than $2,000, they place taxpayers at 
such substandard income levels at even greater disadvantage than 
they are at present. Among these disadvantages we would list the 
following: 

The wartime exemption of $500 is now $600. In terms of pur- 
chasing power, the cost of living having risen 40 percent since 1945 
when the $500 exemption was recognized as inadequate, the exemption 
should be $700 to place a single individual or a married couple with 
gross income of $2,000 or less in the same position taxwise as they 
were in 1945, as far as the exemption was concerned. 

Now we recognize, of course, that the same argument can be made 
with regard to taxpayers in other income levels. But I think we will 
appreciate that at a time when we are talking in terms of equality of 
sacrifice, it is necessary that we should not take any action that would 
suggest for a moment that any group of our citizens is to be asked to 
bear a greater share of sacrifice than may legitimately or properly be 
expected of them, 

2. Net pay after taxes is worth only 75 percent of what it was 
during 1945. 

3. Consumers taxes and rents have increased considerably since 
1945. 

All these factors bear with particular severity on the 8 million tax- 
pavers who under the Treasury proposal woul | pay slightly in excess 
of $170 million more than the $855 million they are now paying in tax. 
We believe a svstem of tax rebates or tax cre ‘dits could be worke d out 
that would make for equity by relieving these income taxpayers 
considerably at no great loss of revenue. 

The income tax schedule, in our opinion, has been and is entirely 
too rigid, in that it fails to take into account that at certain levels of 
income $50 or $100 loom as large in the economy of the individual as 
$1,000 does to individuals at upper income levels. For this reason, 
we urge that in addition to establishing tax credits for taxpayers with 
gross income below $2,000, further refinement of the schedule, par- 
ticularly on surtax net income from $2,000 to $20,000 be considered. 
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Establishment of $1,000 brackets in our opinion would permit a 
greater degree of flexibility and equitable progression than obtains 
under the present schedule. There would seem to be considerable 
merit, for example, in taxing net income of $2,000 to $3,000 at a lower 
rate than net income of $3,000 to $4,000, and so on up the line. 

| would like to comment next on the proposal to recapture losses 
due to split income provision. 

We note that Secretary Snyder referred to the fact that under his 
proposed 4-point increase married couples will pay substantially less 
in income tax than they did during World War II. 

Now, | think the members of the committee will recognize that 
when the proposal for the split income provision was before Congress 
the arguments advanced were arguments of equitv. Now we ar 
faced with the problem of securing revenue. The matter of equity 
with regard to these people has been taken care of. It is our under- 
standing that it would be possible to recapture this prospective loss 
in revenue under several propositions that are now being considered by 
the Treasury. 

The actual amount of their tax savings due to the income-splitting 
provision will be $2.5 billion vearly at the rates proposed by the 
Secretary. Incidentally, I checked up on this figure myself. 1 ex- 
amined the schedules of various income groups as submitted by the 
Treasury, and [am persuaded that that is the amount of loss under 
the tax rates as proposed by the Treasury Department. We are 
pleased to note that Secretary Snyder stated in his testimony before 
vour committee that several courses of action are being considered to 
modify the results of income-splitting. 

We hope that the members of vour committee will take immediate 
action to recapture this $2.5 billion prospective tax savings that will 
otherwise accrue to a favored group of taxpavers as a result of action 
taken by Congress in 1948. Just parenthetically IT would like to 
comment that | myself save about $350 due to the operation of this 
split-income provision. Loam not entitled to it any more than | 
think any other person in my position is entitled to it. This is a 
a matter which, in our opinion, should be given first priority, as the 
unfairness of suggesting an inerease in taxes for those in either low 
or high income groups who do not benefit from the split-income pro- 
vision should be obvious. 

! would like next to comment on capital gains and the proposals 
that have been submitted by the Secretary. 

Inasmuch as the preferential treatment accorded to capital vains 
has never seemed equitable, we are in hearty accord with the Treas- 
urv’s recommendation that the effective rate be increased from 25 
percent to 37! percent and that the holding period for long-term gains 
be increased from 6 months to a vear. We strongly urge that the 


members of vour committee give favorable consideration to legislation 
that would make the eapital-gains tax applicable at death, such tax 
to be paid by an estate prior to imposition of inheritance and o 


cift taxes, 

Next T would like to discuss the corporation tax. 

We note that with the proposal for an S-point increase in- the 
corporate normal tax it is estimated that at anticipated levels o! 
production, corporations would still have S17 billion available for 
dividends and necessary plant expansion, after payment of norma! 
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and excess profits taxes. We believe that this tax increase is reason- 
able, assuming that increases on individual income are made on a 
correspondingly equitable basis. The proposal to increase the tax 
applicable to capital gains of corporations should, in our opinion, also 
be adopted on a correspondingly equitable basis. 

My next section deals with needed revisions. 

Among the various proposals to increase revenue through new 
legislation, by the amendment of existing laws, we would urge the 
enactment of the following: 

1. Application of withholding principle to dividend distributions 
by corporations. 

2. Reduction and or elimination of depletion allowances allowed to 
certain industries, 

3. Elimination of all types of preferential tax treatment as between 
types of corporations and or individuals—through special exemptions, 
special rates, of discrimination of any type. 

As point No. 4 1 would like to comment on the estate and gift tax 
revision and the possibilities of securing additional revenue through 
this source. 

In spite of the testimony that has been presented to congressional 
committees on numerous Occasions urging that the estate and gift 
taxes be revised to make a more substantial revenue contribution, 
no positive action has been taken. The negative action taken by 
Congress in 1948 actually reduced exemptions and so made the entire 
rate schedule even more ineffective than it had been. 

The estate and gift taxes in 1950 yielded approximately $700 
million in revenue or 1.64 percent of total tax revenue collected during 
the vear. It could be increased by at least $1.5 billion to $2 billion 
by integrating the taxes, lowering the exemptions, increasing the 
rates, and eliminating preferential treatment enjoyed by property 
placed in trust and by certain types of bequests. 

We referred earlier to the advisability of amending the capital 
gains tax to provide for its application at death. If such an amend- 
ment were supplemented by an effective estate and gift tax, millions 
of dollars in wealth now escaping taxation would provide needed 
revenue with considerable social and economic benefit. 

While I am at this point I would like to bring to the attention of the 
members of this committee one or two points with regard to the ap- 
plication of the existing rate schedules, particularly in the imeome 
tax field, which IT don't believe I generally realized. Reference has 
been made at earlier hearings at which [ have had the opportunity of 
presenting statements to the fact that at certain levels of income are 
various tax laws, particularly the personal-income-tax law, were 
operating to stifle initiative or incentive. In that connection [ have 
been very much impressed by an analysis of the statisties for 1947. 
That is the latest copy that is available. Perhaps the 1948 statistics 
are out now, but, in any case, they have not come to my attention. 

In examining these statistics, the table for individual returns for 
1947, by taxable and nontaxable returns, by adjusted gross income 
classes, and by types of tax, contains a column in which the information 
with regard to the effective rate applying to various Income groups In 
that particular vear, 1947, is given, that is, the level at which the 
e {Te i tive rate stood. 
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Now, I was very curious because of the fact that at the income level 
of $5 million and over—-and it states that there were six individuals 
in that group—in that particular income group where there is an ad- 
justed gross income of $40 million, and that is way up at the top of 
the schedule, at the point in the tax schedule where people tell us 
that the rates are confiscatory—I was very much impressed and 
amazed by the fact that actually the effee ‘tive rate in that particular 
income group is set down at 61.82 percent, in spite of the fact that 
the regular scheduled rate, even under the existing schedule, is con- 
siderably above that level. 

Then in the level below $4,000,000 and up to $5,000,000, the effec- 
tive rate is given as 42 percent. That is a difference of from 42 per- 
cent to 62 percent. 

Going down to another level to the income group between $3,000,- 
000 and $4,000,000, I find that the rate is 25 percent. 

In the level still below $1,500,000 to $2,000,000, it shoots up again 
to 65 percent. So that at the income level of $1,500,000 to $2,000,000 
you have a 65-percent effective rate and that at the very highest level 
you have only a 62-percent rate. 

Now, how do we account for that? You have the income-tax 
rates; you have the schedules. If there were no other factors in the 
tax system operating, you would expect that the rates should be 
varied at those very high levels. Actually vou and I know what the 
answer is. The answer is that we do have these loopholes in the tax 
structure which operate to produce this situation that I am referring 
to. The only way we can correct it is to close up those loopholes. 

Mr. Exernarrer. On page 7 I think you want to make a corree- 
tion. In paragraph 4 you say, “The negative action taken by Con- 
gress in 1948 actually reduced exemptions * * = *.” We really 
did increase the exemption. 

Mr. Exper. They reduced the effective exemption through the 
income splitting. I don’t think vou actually decreased the nominal 
exemption. It was 60,000, and still is 60,000. The split income 
actually means that you don’t apply the 

Mr. Exeruarrer. You say “reduced exemptions.” 

Mr. Exper. | would accept your correction. 

Going to the middle of the page, under this estate and gift tax, 
effective taxation on inherited wealth involves no hardship for the 
dead and need involve none for the living. Such wealth usually 
accrues as a windfall through accident or brith, marriage, or other 
fortuitous circumstance and rarely implies that talent or particular 
merit is peculiar to the beneficiary. 

Those who complain against the stifling of incentive through heavy 
taxation of current income should recognize that even with present 
and prospective high income-tax rates in this country, there is ample 
opportunity for accumulation of wealth which would be more effee- 
tively taxed under the estate and gift tax law for social as well as 
economic reasons. 

I have a concluding section by way of summary 

We know that the members of your committee are giving most 
careful consideration to a revenue-revision measure designed to 
raise the $10,000,000,000 in additional revenue that has been recom- 
mended. We believe this can be done by increasing the personal 
income-tax revenue by $6,500,000,000 through adopting the four 
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percentage increase proposed by Secretary Snyder, the recommended 
increases in revenue from revision of the capital-gains tax, and by 
eliminating the special tax advantage accruing to certain taxpayers 
through the income-splitting provision. We believe that not less 
than $1,200,000,000 of this should be used as tax credits to taxpayers 
with substandard income below $2,000. 

Now, I have theories on that, but I think that is a matter that 
should be worked out by your committee, if your committee considers 
it. I think it is a matter that should be worked out in consultation 
with the Treasury and the people that are responsible for advising 
you on matters of this sort. 

The proposed increase of $3,000,000,000 in corporate tax would 
bring the total in new revenue to $9,000,000,000, $1,000,000,000 short 
of the Treasury request at this time. This additional billion, in our 
opinion, could be obtained through closing up a number of the obvious 
loopholes in existing tax laws. 

Now, I am not suggesting $1,000,000,000 is the limit of the possible 
increase through closing up the loopholes. I refer to the fact that 
it is our belief that the additional $1,000,000,000 could be obtained 
through closing up the obvious loopholes. Some of the loopholes, of 
course, L think we recognize, might require a longer time to close up 
than others. These have been discussed in congressional committees 
in the past and have been referred to in part by the Secretary of the 
Treasury in his earlier appearance before vou. 

Either now or later in the present vear, as soon as necessary studies 
permit, we urge the strengthening of the estate and gift tax laws as a 
permanent part of our tax structure, so that they will provide 
substantially greater proportion of tax revenue than is now being 
derived from them. 

The proposals we have made are essentially in accord with the 
objectives of the Treasury. We differ with the Treasury on the 
point of the advisability of increasing excise taxes. It is our considered 
opinion that increases in excise taxes at this time would weaken the 
over-all balance that is desirable in the tax structure, would be 
discriminatory and inequitable, and would have an undesirable effect 
on the economy. Neither in World War IT nor in World War IT was 
if necessary to resort to excise taxes to the extent now proposed by 
Secretary Snyder. Surely if there was ever a time when all economic 
factors argued for m: jor dependence on progressive forms of taxation 
it is now when income is at extremely high levels. 

We have spoken at length in this appearance before vou because 
we are firmly convinced that vour committee and Congress are faced 
with an opportunity to correct mistakes that have been incorporated 
in the tax structure over the years ——by framing a revenue measure 
that will give real recognition to the need for equality of sacrifice 
according to the measure of our means at this time. 

In that connection I might say that on previous occasions when I 
have had the opportunity to appear before your committee we have 
referred to the necessity where an integration of our tax laws that 
would take into account more closely the tax laws that operate not 
only at the Federal level but those laws that operate at the State and 
local level as well because we all know that the amount of revenue 
collected locally and through State governments is also at an all-time 
high figure and that many of the proposals, particularly in the excise- 
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tax field that are now before your committee would be vigorously 
opposed by representatives of State and local governments who 
recognize that the tax on consumers is far higher than it should be 
when the aggregate taxes are taken into account. 

Now, on the concluding page L have listed a number of the possible 
sources of increased revenue as listed by the Treasury and as suggested 
during the course of my presentation. If vou total up the several 
items of a 4-point increase in personal income tax, a capital gain rate 
increase, an S-point corporation tax increase, the recapture of the 
loss due to income splitting, a revision of estate and gift tax laws, and 
the closing of miscellaneous loopholes, that you have a total there of 
approximately $13,000,000,000. 

| have not enumerated all the various types of tax legislation 
tightening that we believe should be done in the field of closing up 
loopholes. | would like to just briefly refer to them. I have noted 
them here briefly. 

There is the withholding tax on dividends. There ts the reduction 
and elimination of depletion allowances which I have referred to. 
There is the application of a capital-gains tax at death, the elimination 
of tax-exempt securities, and the elimination of all special exemptions 
or specific items, and finally the effective taxation of life-insurance 
companies, which the Secretary, | believe, referred to in his testimony 
before your committee. 

Mr. Chairman, | appreciate the courtesy of the members of your 
committee and [ would be happy at this time to discuss any of the 
points concerning which the members of the committee may have 
questions. 

Mr. Cooper. Mr. Chairman. 

The Cuatrrman. Mr. Cooper. 

Mr. Coorer. Mr. Elder, | congratulate you on this splendid state- 
ment which you have presented which T think will be very helpful 
to the committee in dealing with this difficult problem. 

There is one item mentioned there which L would like you to develop 
a little further. You have mentioned that we should recapture the 
loss due to income splitting. Does that mean that vou would recom- 
mend the repeal of the present income-tax-splitting provision of 
the law? 

Mr. Erprer. Congressman, I was opposed to that at the time it was 
enacted. Of course, once it was enacted, certain situations developed 
and those situations developed daily. The thing is out of our control. 
There may be many arrangements that would seemingly make it 
exceedingly difficult to repeal that provision. 

As I see it now, the question is a matter of securing revenue. Be- 
cause of action that was taken, a certain group is enjoying a certain 
tax advantage. Tothe extent that rates are increased, that particular 
advantage is going to be increased rather than decreased. If it is 
necessary to repeal that, I would say, ‘Yes, let us repeal it.” But if 
it is deemed inadvisable to repeal it and the income can be recap- 
tured —and we have the assurance of the Secretary of the Treasury 
that there are several considerations that they are examining or have 
under advisement, and that that revenue can be recaptured—short 
of repealing the split-income provision I say, “Let us do it.” 

Mr. Cooper. I was just endeavoring to get a little clearer under- 
standing of your recommendation. 
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Mr. Exper. I appreciate that. 

Mr. Cooper. The estimate you give in the last paragraph of your 
statement with regard to the loss to be recaptured due to income 
splitting is $2,500,000,000. Now, is that estimate based upon the 
complete repeal of the income-tax-splitting provision or certain 
modifications of it? 

Mr. Exper. Again I would say it is a question of terms, but it is 
based on the situation that would obtain if the income-splitting pro- 
vision were repealed either bry direct repeal or by the adoption of some 
other measure that would give you an equivalent tax situation under 
the rates as proposed by the Secretary of the Treasury in his initial 
appearance before your committee. 

Mr. Coorer. Then the estimate of $2,500,000,000, as stated by vou, 
would contemplate either a repeal of the income -splitting provision or 
such modification of it as would accomplish substantially the same 
result? 

Mr. Exper. Precisely 

Mr. Coorrer. I thank vou. 

Mr. Simpson. Mr. Chairman. 

The CHatkmMan. Mr. Simpson. 

Mr. Simpson. Mr. Elder, do vou regard the excise-tax increases and 
the income-tax Increases, with particular attention to the lower income 
groups, as so important that by their imposition there will be a lower- 
ing of the standard of living of the taxpayers? 

Mr. Exper. Ido. Tthinkthat the best proofofthatis the fact that we 
have these studies that have been made by a number of agencies. The 
Bureau of Labor Statistics tells us that a third of our families, the peo- 
ple in the income group below $2,000, particularly, are going into debt 
in order to get along, and that does not take into account the purchase 
of automobiles or installment buying. It is just the matter of getting 
along. 

Mr. Simpson. But vou are approving the four-point increase which 
would result in the lower standard of living. 

Mr. Exper. With this exception, of course, that Tam particularly 
concerned—and | think L made that clear—about the people in the 
income groups below $2,000. | would also go further—and | think I 
commented on this in an aside ana SUN that the increase would be not 
a . the proposed increase would be more equitable as “ as the 
people | » Sav, the $3,000 group cr below the S3000 level, it were 
done on a per¢entage basis rather than a flat point basis 

Mr. Simpson. Your estimate of 83,600,000,000 increase was based 
on the four-point increase all along the line? 

Mr. Exper. That is right. 

Mr. Simpson. In vour opinion that will result ina lowered standard 
of living? 

Mr. Exper. Exactly 

Mr. Simpson. So, if I may phrase vour answer, vou are only ap- 
proving it because vou realize that we need money? 

Mr. Exper. That ts exactly right. 

Mr. Simpson. And vou recognize the heavy sacrifice of that particu- 
lar group? You have given thought to the point that perhaps this is 
designed for just that purpose, that is one purpose other than raising 
money, namely, to lower the standard of living? 
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Mr. Evper. No, I do not think that that is in the mind, at least 
I certainly hope that it is not in the mind of any Congressman. 

Mr. Stupson. It is a result, is it not? 

Mr. Exvper. That is the result. But at this particular time we are 
concerned with a defense program and that defense program is going 
to require certain materials. To the extent that that defense program 
requires materials that may be in short supply, I believe that the 
low-income people must make their sacrifice along with the people 
up above. But by and large we know that the people in those low- 
income groups are not responsible for heavy purchases of those 
particular materials. Their expenditures are largely concentrated in 
the field of food, clothing, and shelter. Certain restrictions have been 
placed, particularly on the matter of shelter, that are going to operate, 
particularly as far as those low-income groups are concerned, as a 
brake and a very effective brake. 

Mr. Simpson. The personal income tax entries will directly affect 
those essential items that vou referred to. There will be less money 
in the hands of purchasers for food, clothing, and so on. 

Mr. Exper. That is right. 

Mr. Simpson. I understand the margin to be so close that it will 
affect and lower what I term the standard of living. 

Mr. Evper. It certainly will. 

Congressman, if IT may add, I don’t think that that is necessary 
at this time, nor do I think that in the mind of any one of us there is a 
feeling that that should be a concomitant of the war defense effort. 

Mr. Simpson. And vet vou recommend it. 

Mr. Exper. | recommend what? 

Mr. Stimpson. A four-point increase in the personal income tax. 

Mr. E_per. Congressman, it is a question of the needs. It is a 
question of how you approach the over-all situation. 

Mr. Stimpson. Put in another way, there is no other alternative. 

Mr. Exper. In terms of a personal preference, of course, there 
may be this situation: If vou have the alternative of an excise tax 
or a moderate degree of increase, so far as low income groups are 
concerned, in- the personal income tax, which would you prefer? 
I would say let us have the increase in the personal income tax fie!d 
where we can see it. 

If, for example, vour committee after further examination should 
decide that it would recommend an $8 billion instead of a $10 billion 
increase in revenue, | would say that in considering where you should 
make the savings, as far as those $2 billion are concerned, that very 
definitely vou should think in terms of decreasing the possible point 
increase of those people in the low-income bracket, particularly below 
$3,000. L would go above $2,000 at that point. 

Mr. Stmpeson. As a matter of fact, we are considering up to $16 
billion and not $10 billion or $8 billion. 

Mr. Evper. On that point, is it your wish that I discuss the possi- 
bilities of a $16 billion increase? 

Mr. Simpson. I hope vou will; ves, sir. 

Mr. Exper. All right. At the conclusion of my statement I have 
enumerated the possible increases which total up to about $13 billion 
That means that in the event the members of vour committee consider 
an additional $3 billion are needed and decide to do a one-package 
job, I feel that the closing of the miscellaneous loopholes before you 
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are through naming that you will get at least another half billion above 
that $1.5 billion. That may be wrong or it may be right, but I cer- 
tainly think that is a point that should be explored. 

Then that would leave you $2.5 billion. Now, I feel that even 
though the recommendations of the Treasury are accepted regarding 
the personal income tax, we should bear in mind that we are only one 
point above, as far as rates are concerned, the rates that were in effect 
during World War - That is an actual hot war situation, not a 
cold war situation. So I feel that there is a need for securing an- 
other $2.5 billion. 

At that particular point, I feel that the proposal of another per- 
centage increase would be entirely out of order, particularly because 
of the low income groups vou refe ‘rred to, that is not only the $2,000 
people, but the $3,000 people and above. At that particular point I 
would say that we should think in terms of a percentage, whether it 
be 5 percent or 10 percent, or whatever the tax is above a certain 
figure. That is, on my taxes there would be an increase in addition 
to the four points due to removal of the income-splitting provision. 
Then if it is decided that whatever my tax bill is it should be increased 
another 10 pereent in order to give you $2.5 billion, I feel that that is 
the way to do it. But that is a matter on which our committee has 
not met. We have approved all of these things. Lam merely giving 
you my personal opinion. 

Mr. Simpson. You are a student of this field, and I want to ask vou 
this: Do vou conclude that another increase in the corporationt ax to 
55 pereent represents the maximum that we could levy on corpo- 
rations? 

Mr. Evper. There again | don’t know that a “ves” or “no” answer 
would be particularly pertinent at this time. My feeling, of course, 
is that generally speaking if vou increase the personal income tax you 
should increase the corporation tax, because obviously vou have the 
whole question of reserves and what they pay out in dividends, and 
all the rest of it. So if the percentage increase applied to personal 
income taxes did not vield the revenue vou need, | would sav that at 
that point vou might consider a 5 percent super tax on corporation 
income taxes. But that would have to be dictated in the light of the 
over-all needs as the members of vour committee see them, 

Mr. Simpson. Well, now, what is your point on this estate and gift 
tax law? Is it that when a man dies his heirs should not inherit over 
a certain amount of dollars? 

Mr. E_per. No. I wasn’t thinking in terms of that. I am not 
thinking in terms of any specific amount. I do know generally, how- 
ever, that compared with what the estate and gift tax does in other 
countries, it is not bearing its share of the load here in this country. 

Mr. Simpson. I don’t see that any othe 'r country is any better off 
than we are. Why should we follow them? 

Mr. Erper. Congressman, it is not a question of following anyone. 
I think if I could make this comment, even in the case of Russia, if 
the devil had something to offer that would be good for us, not neces- 
sarily because the de vil does it, but beeause it is good for us, why, I 
say let’s do it. And I think an inerease in the estate and gift tax 
would be good for us without reference to its application in other situa- 
tions. | merely commented that it is used in other situations more 
effectively than it is used in this country. 
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Mr. Simpson. Yes, | apologize; I didn’t mean to cut you short. But 
they don’t have gift taxes in England, for example. 

Mr. Evper. But in England it is true that, in spite of the fact they 
have had a very much heavier income-tax schedule than we have had, 
even under the conservative government, the estate and gift taxes 
yield about 3 percent of their total revenue even now after all the 
austerity programs, one after another, to which they have been sub- 
jected. On the other hand, in our case it is down to about 1.5 percent. 

Mr. Simpson. My opinion is that the very fact that it has been 
taken away from the people with wealth, which is after all invested in 
business, has been one of the principal reasons that they have gone 
Socialist over there. 

Mr. Exper. Congressman, I don’t share your views on that. My 
feeling is this: that ‘whichever government was in there, whether you 
had a conservative government or not -e would have a in many 
fields the same action that was taken by the Labor Government. 
They were faced with a bombed economy. They were faced with a 
depleted plant. They were faced with shortages that we can’t even 
imagine in this country. There had to be equality of sharing whether 
they wanted it or not, and they have it. Of course, L think the proof 
of their wisdom is the fact that they are not welshing on their debt. 
They are bearing up to their burden, and they want to act as full 
partners with us in our commitments. [think that is the best answer. 

Mr. Simpson. That is debatable. | would like to ask you this: 
Do you mean that when you get into trouble as they did, that that is 
the time to go Socialist? 

Mr. Evprer. Congressman, | am not interested in theories of 
government at this point, 

Mr. Simpson. Well, | am interested in your viewpoint. 

Mr. Exvoer. I don't think that my viewpoint on government ts 
particularly relevant. [see im the estate and gift tax a possibility of 
securing revenue that is not secured. If it is a question of choice, 
either raising that revenue or raising the income-tax rates still further, 
I say that from the standpoint of the welfare of the economy it ts 
better to consider raising those rates, 

Mr. Simpson. Now, this levy on estates and gifts is not a levy on 
income, That is capital. 

Mr. Exper. It doesn’t mean that yvour capital is still there. If | 
bequeath S60,000 to a relative, and that is taxed at 5 or 10 percent —at 
the present time it is not taxed at all, at least bry the Federal Govern- 
ment and it should be taxed by the Federal Government at the rate 
of 5 or 10 percent that would mean quite a bit to the Government. 
To my beneficiary | don’t think it would mean very much. 

Mr. Simpson. It would mean quite a bit to have the Government 
go out and tax the capital of some man who now has it in his life- 
insurance policy or in his business if vou say that when he dies, in 
effect, that is all right? 

Mr. Evprer. Congressman, I think we have a question of terms 
here. This is not a capital levy that Lam proposing. A capital levy 
is a tax on current assets held by a taxpaver. Lam proposing that at 
that taxpayer's death, his estate or the amount of capital that he 
leaves 

Mr. Simpson. That was his capital the day before he died, wasn’t it? 

Mr. Exper. That is right. 
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Mr. Simpson. The day he dies does not change it, does it? It is 
still capital? 

Mr. Exper. That again is a matter of opinion. 

Mr. Simpson. Thank vou very much, sir. 

The Cuairman. Mr. Elder, | have been very much interested in 
your statement. There is one question I want to ask you, and that 
is this: You suggest many changes in our present tax laws. So did 
the Secretary of the Treasury. There are many witnesses who want to 
testify on how the proposed changes would affect them in their busi- 
nesses. In order for this committee to give full and reasonable 
hearing, and proper consideration to this problem before us, which 
you have fully discussed, in the best way that we can, and to do justice 
to the taxpayers and to equalize the burden of taxation, do you believe 
that we can give this matter fulland thorough and intelligent considera- 
tion in a short time? 

Mr. Exper. Congressman, to that Twill merely make this observe - 
tion: that it would depend entirely on the degree of perfection that 
the committee is arming at. As [ see it, we are in an emergency 
situation. It may be an emergency situation that may extend over 
2 period of 10 vears. Looking at it from that stundpoint one might 
sav, Why shouldn't we think in terms of working for 6 months on this 
particular piece of legislation? That is certainly one way of looking 
at it. 

I don’t look at it in that way. I feel that only to the extent—and | 
think I referred to this in my statement that the control measures 
we are trying to put into force at the present time are supplemented 
or complemented by effective action in the tax field by the Congress 
only to that extent are the people of this country going to be spared 
inflation and a possible further inerease in the national debt and many 
of the other things that all of us would certainly like to evoid. With 
that in mind, [ have a feeling that the studies with regard to all of 
these matters are in. I think it is to the eredit to the committee that 
its members desire to hear the point of view of everyone. But in 
the final analwsis, the members of the committee must make the de- 
cision. The Congress must step on somebody *s toes. We all recoy- 
nize that. Everybody is not going to be satisfied. 

My presentation this morning on behalf of the American Federation 
of Labor I can honestly say is not presented from the standpoint of 
the welfare of the members of the American Federation of Labor 
exclusively. We believe, as future witnesses doubtless believe, 
whether they agree With us or not, that the proposals that we are 
making and the suggestions we make here are in the interest of the 
entire economy. We know that the members of the committee must 
act in the same spirit and IT wish vou every success in the very difficult 
job that vou are facing up to. 

The CuarkMan. You say that everybody will not be satisfied. 1 
do not know whether anybody will be satisfied with what we do. 
But we do have a responsibility. You have recommended quite a 
number of changes. 

Now, how can we make those changes and do it hurriedly? You 
know the tax nerve is a very sensitive nerve. Perhaps the most sensi- 
tive in the human body. How can we, without taking time, make a 
number of changes and be satisfied that we have done a fair and 
reasonable job? 
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Mr. Evper. Mr. Chairman, on that I would merely make this 
comment: That I do not believe, by and large, taken in their entirety, 
any of the proposals | have made with possibly one or two exceptions, 
are in any sense revolutionary. 

The Cuarrman. They are not revolutionary but they are very con- 
troversial, are they not? Are there not people who would honestly 
and sincerely take a view different from that which you take? 

Mr. Exper. | am in thorough accord with that, but 1 feel nonethe- 
less that we are confronted with a situation that demands action and 
that demands speedy action. It is my hope that your committee can 
take that action as speedily as possible. 

The CuarrmMan. Do you mean as speedily as possible, or as speedily 
as practicable. We can take action today as far as that is concerned. 
We can go into executive session and deal with the matter today. You 
do not mean that, do you? You mean as quickly as reasonably 
practicable. Is that not what vou mean? 

Mr. Evper. Well, | will put it that way, Mr. Chairman. 

The Cuaimman. [am just asking you whether that is what you 
mean, 

Mr. Exvper. If the choice is as between as speedily as practicable 
and as speedily as is possible, | will accept as speedily as practicable 
because | recognize that there may be just as many differences about 
that term as there may be with regard to speedily as possible. 

The Cuatreman. After all, the country holds us responsible for our 
actions. The question is how we can deal with this situation intelli- 
gently so as to be satisfied in our own minds that we have given reason- 
able attention—and I do not mean to filibuster, or anything like that 
to this matter, in order that it may be brought to a conclusion that 
we can justify. 

You have made a number of suggestions. I want to hear both sides 
and look into them very carefully. | want to hear the opinions of 
the members of the committee. Now, | hope you realize that that 
will take considerable time and that the very best we can do is a good, 
honest job. 

Mr. Evper. That is true. 

Mr. Kean. Mr. Chairman. 

The Cuarrman. Mr. Kean. 

Mr. Kean. Mr. Elder, in your estimate of additional revenue 
sources you include $2,000,000,000 from estate and gift taxes. Now, 
vou realize that none of that would come in for the 1952 budget and 
practically none of it would come in for the 1953 budget. So that it 
is more a question of reform than it is a question of income, if that is 
what vou believe should be done. 

Mr. E.per. Congressman, all I can say to that is that I think in my 
final enumeration there 1 totaled up the possibilities in the matter of 
increased revenue. I recognize that some of them are more feasible 
of accomplishment immediately than others. But if we are thinking 
in terms of a more or less indefinite period of emergency, we better be 
thinking, and that is one of the things that I think we should be 
thinking about. 

Of course, as the chairman suggests, it may be that [ am more 
optimistic about the possibility of doing some of these things than the 
members of vour committee are. But [ trust that—I am sure that in 
addition to these jobs that can be done immediately, there are these 
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other jobs that the members of your committee will be interested in 
discussing. As a matter of fact, this ties in very directly to the point 
that the chairman referred to in regard to possibility or practicability. 
Many of these things that I have referred to here are matters that the 
Secretary of the Treasury has referred to time after time, vear in and 
year out, committee meeting after committee meeting, and nothing 
was done. I can understand why nothing was done because we were 
not in any emergency and the pressure of events that we have now was 
not operating. And it may be that if the pressure eases now, again 
the suggestions will go by the board. IT hope that they will not. 

Mr. Kean. 1 am very interested in vour statement at the top of 
page 6 of your prepared statement where you suggested the splitting of 
the lowest income bracket. You will remember that in the 1947 act, 
as passed by the House. that was included. 1 suggested that at that 
time and it was finally approved by the House but it was thrown out 
by the Senate. My feeling at that time was that there was a very 
different situation with respect to the man that perhaps earned 
$4,500 and the man who was earning $3,000. And that in accordance 
with the progressive theory the man who was earning $4,500 ought to 
pay a higher rate than the man who was earning $2,500 or $3,000, 
who ought to be paving the lower rate, 1 was very much in favor of 
something along that line, splitting that lower bracket. I do not 
think you need to do it so much further on up. 

Mr. E_per. Congressman, if I understand vou— and this is a matter 
about which the members of our organization feel very strongly 
instead of having an initial bracket at, say, the 20-percent rate, vou 
might have two notches in there. You actually might have a $500 
notch. You might have a $1,000 noteh and a $1,500 notch. 

Now, I know that from the standpoint of administration they sav 
that it is a headache and all that, but it certainly would not be the 
headache now that it was a few vears ago because of the withholding 
feature of the income-tax law. IT am 100 percent in accord with that, 
but you can appreciate, Congressman, why we do not include that; 
Actually that is what we want. 

Mr. Kean. Well, vou did suggest it. 

Mr. Evper. We suggested it in the way of a tax credit and also by 
way of a narrowing of those brackets above the $5,000 level. 

Mr. Kean. You discuss the question of split income and you men- 
tion a figure of $2,500,000,000 as probable revenue. When we passed 
the tax law back in 1948, the estimated loss as a result of the split- 
income provision, as figured by our staff, was only $750,000,000. They 
tell me today, and I have just checked up since you started making 
vour statement, that if we completely canceled the split-income pro- 
visions that we put into the law the gain to the Treasury would only 
be $1,000,000,000, and not the $2,500,000,000 that vou state. 

Mr. Evper. Well, I would like to check with whoever gave that 
information to you. I will tell vou what I did. 

Mr. Kean. That is the joint committee staff. 

Mr. Exper. I will be glad to discuss it with them. I checked that, 
using the figures in this table, and I will tell vou how I did it. 1 took 
the effective net rate as designated for single taxpayers, and I took the 
difference between that and the effective net rate as it will be for 
married couples and couples with dependents, under the proposal of 
the Secretary and I applied that difference to the amount of increased 
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revenue that is anticipated, and I came out with the figure, not 
$2,500,000,000. LT will tell you precisely what it was. It was rough, 
but I am satisfied that, on the basis of the material that I was working 
with, which was the best I had, of course, the figure | got was approxi- 
mately $2,300,000,000. Now, I may be wrong, but that is a matter 
for members of your committee. 

Mr. Kean. | think that possibly the difference would not be as 
much as the difference between $1,000,000,000 and $2,500,000,000, 
but I think that some of the difference may be due to the fact that 
when we enacted that legislation there was a split tax on the people 
living in States like California and Louisiana. Of course we would 
again run into that same proposition. 

Now, vou state that the Treasury is giving first priority to it. If 
the Treasury has any ideas, they have kept them under their hats 
because they have not given any ideas to the committee with reference 
to that subject. 

Mr. Exper. | think the statement has been made by the Secretary 
that they are examining this particular problem. 1 think that to 
the extent that they have and arrived at any conclusions that that 
material should be and would be made available to the members of 
your committee. 

Mr. Kean. If they have any ideas, they ought to come down and 
give them to us. 

Mr. Exper. | certainly would agree with vou. 

Mr. Kean. There is one more thing. You mention the effective 
rate on large incomes, and you discussed the question as to whether 
that has prevented people from putting money into productive enter- 
prises. Now, the effective rate has nothing to do with it. The thing 
that affects people is this: A person has a certain income, and he is 
paving at a certain rate. In the groups vou were talking about, they 
would be paving, under the proposal of the Treasury, 95 percent in the 
top brackets. The question arises: Shall they invest the additional 
$100,000 or $200,000 or $500,000, or whatever it is? At that top rate 
of 95 percent they sav, ‘Well, what is the use,” and they do not do it. 
It is not the effective rate that makes them decide, it is the top bracket. 
And the top bracket now is 91 percent and it would be 95 percent 
under the President's proposal. 

Mr. Exper. Congressman, evidently I did not make myself clear. 
The point | was making is this: that under the present law the top 
rate on income in excess of $1,000,000 is 87 percent, exactly S7 percent, 
That is the present law. 

Mr. Kean. You are talking about the effective rate or the top 
rate? 

Mr. Ei.per. That is the top rate. 

Mr. Kean. Is that under last vear’s law? Under the law new in 
effect it is 91 percent and a 4-percent increase would be added. 

Mr. Evper. I am reading from the tables presented by the Treas- 
ury. It states here that the top effective rate under the present law 
in the top bracket is 87 percent. Now, the point [ am getting at is 
that actually in terms of the returns as reported to the Treasury, 
the actual taxes that are paid to the Treasury in the top rate on income 
in excess of $4,000,000 or $5,000,000, was actually only 61 percent. 

Mr. Kean. That is the effective rate that you are talking about, 
not the top rate? 
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Mr. Eiper. That is the effective top rate. 

Mr. Kean. That is not the top rate. When a person is thinking 
of making an investment, he looks at the top rate. Now, your figures 
in some way are incorrect because | have here a pamphlet entitled 
“How To Prepare Your Income Tax Return,” gotten out by the 
Treasury Department. P 

Mr. Evper. For what year? 

Mr. Kean. This is for the year 1950, and it gives the tax-rate 
schedules. In the case of income over $200,000 the tax is $156,000 
plus 91 pereent of the excess over $200,000. So the rate is 91 percent, 
and at the suggestion of the P resident it would be 95 percent. 

Mr. Evper. | would agree with vou Congressman, assuming that 
in that partie ‘ular situation there were ho exemptions, ho loopholes of 
any kind. That is the way it should operate. But the pomt L am 
making is that actually, in terms of tax collected 

Mr. Kean. But this is the figure that a person considers if he is 
considering whether he is going to use money for a productive purpose 
or is not going to use it. It is the 91 pereent or the 95 percent he is 
going to think about. 

Mr. Exper. He may be considering that, Congressman, but for 
purposes of argument 

Mr. Kean. It is not for the purpose of argument, it is for the pur- 
pose of action. 

Mr. Evper. In the back of their minds, they realize that actually 
they are paving an effective rate of 60 percent or 55 percent rather 
than the 91 pereent that is on the schedule. 

Mr. Kean. But not on the new income that they would make out 
of getting returns out of the productive enterprise. The new income 
would be taxed at the high rate. 

Mr. Exper. | will agree with that if all of the loepholes were 
plugged up. Then the situation would be as it is supposed to be. 
But it actually is not in terms of revenue that is collected. 

Thank vou. 

The CuatrmMan. We are not through with vou as vet. Mr. Eber- 
harter has some questions. 

Mr. Exernarrer. | assume vou are rather tired, Mr. Elder. 

Mr. Exper. | am here to answer questions. 

Mr. Exernartrer. | want to sav that vou have made, in my 
opinion, an admirable presentation to the committee, and L think 
that we will benefit by vour testimony this morning 

Insofar as the split-income provision is concerned, according to the 
statement of the Secretary of the Treasury, vou agree with him that 
the middle-income groups, the married people, get favored treatment? 

Mr. Exper. That is right. 

Mr. Erernarrer. Could that not be corrected by more brackets, 
as you suggest, and a change in the rates? 

Mr. Evper. That is right. 

Mr. Ernernarrer. That is the practical and fair way to do it; is 
that not right? 

Mr. Exper. That is right. It would extend the benefit to the 
people who do not enjoy it on the one hand and then, by raising the 
rates, vou could eliminate that differential. Now, there may be 
other ways of doing tt oven of repealing the split-income provision. 
lam hoping that the Treasury does have some practical provisions. 
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Mr. Exeruarrer. I am interested in that, and I hope that they 
will come around with a proposition before we finally write the bill 
that will equalize that situation. 

Now, with respect to the increase of the exemption which has been 
suggested from $600 to $700, in order to take care of those making 
very low incomes, an increase in the exemption of $100 means 
approximately $1,000,000,000 in loss, does it not? 

Mr. Evper. It means more than that, according to the informa- 
tion I have, Congressman, and that is precisely why we are not 
suggesting increasing the exemption. That is why we believe a tax 
credit for those in these substandard income groups would be much 
better since it would apply the poultice where it is needed, if T may 
put it that way. 

Mr. Esernarrer. And vou believe that the suggestion vou made, 
an increase in the earned-income credit to the very low income 
groups would ease the pressure for increases in wages? 

Mr. Exper. It certainly would make for the morale for those 
people in those partic ‘ular groups, and it certainly would, in my 
opinion, be one of the factors that should be taken into account with 
regard to the demands for wages, and so on, although I am not sug- 
gesting that people below the $2,000 income level would at all be out 
of order in pressing for wage increases in a good many situations. 

Mr. Enernarrer. | have always had the fear that if the rates are 
raised too high for the lower income groups, the ordinary wage earn- 
ers, there will immediately be a wave of demands for higher wages 
that would perhaps cause more inflation. That is what I have a 
fear of. 

Mr. Evper. That is certainly in accord with experience. For vears 
I happen to have been a teacher, and there was a time when teachers 
were exempt from income tax. That situation was changed. My) 
own feeling is that that was a change all for the good. I do not know 
why Government employees or teachers should be in any exempt 
category if they happen to receive the income. But it has made, of 
course, for the sort of pressure that vou refer to, | mean the fact that 
that tax-exempt status was removed. 

Mr. Esernarrer. | have felt for a long time, Mr. Elder, that the 
exemption allowed estates was too large. The exemption allowed 
person who is married amounts, in effect, to $120,000 before any 
taxation whatever applies. 

Mr. Evper. Lam glad vou raised that point, Congressman, because 
in the previous question there was che implication that the suggestion 
in regard to increasing the estate and gift tax revenue are socialistic. 
I do not regard it that way at all. Asa matter of fact, | regard them 
as one of the best possible offsets against the onset of the kind of 
socialism that a good many people seem to be afraid of. 1 think 
would be one of the protections, one of the basic protections of ou 
system in terms of giving assurance of an expansion of opportunity 
and privilege and rights under the system that we now live under. 

Mr. Esernarrer. It is my personal opinion that the exemption 
should be no more than $30,000, whether a person is married or single 
or regardless. If the exemption were cut to that, to no more than 
$30,000 before Federal or State taxes, it would be a good thing 
socially, economically, and it would bring in a fair proportion of the 
total tax load. You agree with me in principle, do you not? 
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Mr. Exper. Yes. I think that, as far as the specific figure you 
suggest is concerned, in my opinion, it is quite conservative. I would 
like to see it at $20,000. But again that might be in the direction 
of socialism and I want to avoid that at all costs if I can. 

Mr. Eseruarrer. You have not opposed in your statements or in 
answers to questions the imposition of a manufacturers’ tax. I 
noticed a short item in the newspaper this morning that the new 
president of the National Association of Manufacturers advocated, in 
a speech last night, that we should impose a retailers’ sales tax or a 
manufacturers’ tax. What would be the position, if vou know, of 
the American Federation of Labor to either of those proposals? 

Mr. Evprer. Mr. Congressman, I would say that the answer of the 
American Federation of Labor was pretty well given by a former 
president of that same group, the National Association of Manufac- 
turers, Mr. Johnston, in his appearance before you earlier this week, 
at least if the newspapers quoted him correctly. My understanding 
is that when he was asked the specific question as to whether an 
excise tax or taxes on consumers would be reflected in increased costs 
of living, his answer was in the affirmative. When he was further 
asked who would absorb it, his answer was that he agreed pretty well 
with that conclusion that it would be the workers, the low-income 
people, who would absorb it. And what is true of that tax is true of 
the manufacturers’ tax, which, in our opinion, is even worse, if you 
can talk of degrees of badness. The further away you move the impo- 
sition of the tax, the more likelihood there is that you are going to 
have mark-ups entirely out of proportion to the amount of the tax 
in the first instance. We are unalterably opposed to that. That is 
one matter in connection with this discussion that there is no question 
about as far as the stand of the American Federation of Labor is 
concerned. 

With regard to the estate and gift taxes, of course, some of the 
answers I have given to these questions have been my own opinion. 
I am in no sense speaking officially for the American Federation of 
Labor except to savy that our tax committee has decided that it is 
timely to press for an increase in this particular field of taxation that 
will give us from $1.5 billion to $2 billion. We feel that that can be 
done and that it would be beneficial to the economy to do it. 

Mr. Exernarrer. You mentioned the name of Mr. Johnston. Of 
course, you no doubt mean Mr. Eric Johnston, who was formerly 
president of the United States Chamber of Commerce 

Mr. E_per. That is correct, and I stand corrected, and I appreciate 
that. 

Mr. Exeruarrer. It is better to have the record straight. Thank 
vou very much, Mr. Elder. 

Mr. Evper. Thank you. 

Mr. Martin. Mr. Chairman. 

The Cuarrman. Mr. Martin. 

Mr. Elder, will you bear with us for a few moments. While you 
might come back this afternoon, we would like to finish this before we 
recess. 

Mr. Martin. Mr. Elder, when an organization like the American 
Federation of Labor comes in here and make a detailed study and 
many recommendations, such as vou have made here, it is certainly 
entitled to very careful study and attention and analysis by each 
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member of this committee. T have followed your discussion here with 
great interest. There are two or three points on your recommenda- 
tions that I would like to ask questions on briefly. 

Your first recommendation on page 7 of your statement refers to 
the application of the withholding principle of dividend distribution 
by corporations. Do you have in mind the application of that princi- 
ple without any exceptions at all? 

Mr. Evper. Yes, sir. 

Mr. Marri. It could not be done otherwise? 

Mr. Ecper. That is right. 

Mr. Marri. In our last study of that point before this committee 
I was somewhat impressed by the administrative problem involved. 
In my part of the country most of the people who own corporate stocks 
own very small holdings, and to me it would raise a question at once 
about getting the information to those stockholders of their rights for 
refunds. It strikes me that a great many people who hold small 
holdings would be hit by the withholding principle in a way that would 
create a very real administrative problem and one that would be 
difficult to rectify, 

Mr. Evper. Congressman, I realize that that is an administrative 
problem that would have to be worked out. On the other hand, | 
don't see that it is a problem particularly as far as these small stock- 
holders are concerned. [ don’t think that it is a problem that differs 
in essence from the problem with regard to extremely low wage 
earners. [ know employees who at various times during the vear fee! 
that the application of the withholding principle is unfair to them 
They have rebates coming to them on the basis of their earnings, but 
they must await the pleasure of the Treasury, if vou will, 1 think that 
that is to be regretted and L can see that the same objection would 
apply in this other instance. But Lden’t think that one ts essentially 
different from the other. 

Mr. Marrin. [ agree with vou that there is an injustice to wag 
earners, but if vou could work out a plan in the corporate tax field 
analaguos to the exemptions we have set up for the wage earner, tt 
would alleviate part of the injustice about which Lam talking. T do 
not see any way of creating protection for the small stockholders 
analagous to the personal exemption that we give to the wage earner 
I do not know how we can protect those people. 

Mr. Exper. Of course, if vou are talking, Congressman, about smal! 
stockholders, there may be some difference of opinion of just what 
small stockholder is. But if vou are thinking in terms of someon 
who owns 5 or 10 or 15 shares of stock, in most cases | don’t think the 
application of that principle is going to be too much of a hardship o1 
very much of a hardship. It is not going to involve a lot in terms o! 
amount but | am willing to concede that that is an administrative 
problem, but Teannot say that [regard it as a serious problem. 

Mr. Martin. Out in my part of the country most of the stockholders 
are in that category, and unless some administrative plan is devised 
vod is vers practical in its application, it is voine to result ina lot ol 
tax being paid that should not be imposed upon them 

Mr. Erper. Congressman, T can only say that obviously many 
people have given much more thought to this than T have with regard 
to its practical apphieation. 
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Mr. Martin. I gave a lot of time and thought to it last vear when 
we had it up be fore the committee, and I came to the cone lusion, and 
so expressed myself on the floor of the House, that the administrative 
problem of enforcing that problem has some great difficulties involved. 
The danger of the unfair imposition of that tax on people who are 
otherwise not subject to the tax strikes me as something to which we 
should give pretty serious consideration. 

Mr. Exper. I would agree that to the extent that those can be 
minimized, we should make every effort to do so. 

Mr. Marrix. Bevond that problem there is much merit to the 
withholding principle. 

Now, your second recommendation is the reduction or the elimina- 
tion of the depletion allowance allowed certain industries. From 
vour statement LT have no clew as to where vou would reduce and where 
you would eliminate 

Mr. Exper. There again, Congressman, IT don’t presume to be 
thoroughly acquainted. [mean that you read up on these things at 
one point and then vou have to brush up again to be thoroughly ae- 
quainted with the various aspects. T would not state categorically 
that so much could be saved at this point, that in one case vou should 
have an elimination and that in another case vou shold have a redue- 
tion. I think that is a matter again as to which we must rely for ad- 
vice on the people in the Treasury and on the mature consideration 
of members of vour committee. 

Mr. Martin. From my own experience IT am not going to accept 
as final the pronouncements of some of the officials of the Treasury in 
this particular field 

lL have given a tremendous amount of time and thought to building 
up our self-sufficiency for national defense. If vou take away or 
eliminate the depletion allowance completely from the strategie and 
critical materials field you may be doing more damage to our national 
defense self-sufficiency than perhaps vou contemplate doing. We 
need Increased production of all those strategic and critical materials, 
and many of them enjoy some depletion allowance. Without that 
depletion allowance, vou may reduce our production rather than en- 
courage it. And T do not think that any of vou would like to have 
our prodie ‘tion of strategie and critical materials hampered, especially 
in this present world-wide situation. If vou mean to make exemp- 
tions in cases of that kind, that relieves me of a little concern about 
your recommendation 

\Ir. Exper. I do not think that there has been iti disposition on 
the part of the secretary of the Treasury and vou referred to his 
testimony in this connection —to assume an arbitrary position with 
egard to this matter. As far as our statement is concerned, TL think 
the faet that we leave the matter open is an indication that we are not 
necessarily holding that they should be eliminated completely. 

Mr. Manrrix. Well, T just wanted to draw vour attention to that 
You do leave it open in Vour statement, and | wanted to draw vour 
attention to it and also get in my daily lick for strategic and critical 
materials, 

Mr. Exper. We do feel that certain advantages are enjoved by 
certam tvpes of corporations, and T think that that has been generally 
recognized. To the extent that that inequity can be eliminated, 
feel that it should be done. 
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Mr. Martin. Now, the hour is late but I want to raise one other 
point here. In your third recommendation you state that you recom- 
mend elimination of all types of preferential tax treatment as between 
corporations and individuals through special exemptions, special rates 
or discriminations of any type. That leads me to ask this question: 
It is only for my information. By that recommendation do you mean 
that vou favor the removal of the exemption accorded farm marketing 
cooperatives in section 101 (12)? 

Mr. Exper. As far as any portion of their profits being plowed back 
into the expansion of plant, and so on, I would say “Yes.” Now, 
again, | am talking as an individual. As far as cash that goes to th: 
shareholders, of course, we would assume that that cash would be con- 
tinued to be taxed as income as at the present time. 

Mr. Martin. Is that your personal view, or is this view stated 
your statement the position of the American Federation of Labor? 

Mr. Evper. It is the view of the American Federation of Labor that 
a discrimination of any type should be eliminated. 

Mr. Martin. Now, section 101, subsection 12 of the Interna! 
Revenue Code provides an exemption in the case of reasonable reserves 
for necessary purposes. Is it the position of the American Federation 
of Labor that an exemption such as that should be eliminated from the 
Internal Revenue Code? 

Mr. Evper. No. Providing that it is applied equitably and gen- 
erally applied to all types of corporations, no. 

Mr. Martin. It is my theory that that particular section can be 
administered in a very reasonable way without any change whateve1 
in the law. Whether it has been so administered is open to question. 
But my question to vou is this: Do you believe in the elimination of all 
such exemptions, inc luding the exemption that applies to farm mar- 
keting cooperatives? 

From your statement here, there appears to be a sweeping recom- 
mendation that no exemptions should be retained in the law. That 
led me to ask this question. 

Mr. Exper. Is it your construction or vour understanding, Con- 
gressman, by my statement that I believe that cash dividends in the 
case of cooperatives should be taxed under the personal income taxes 
alone, and not subject to the corporation tax? 

Mr. Martin. My question is not limited to cash dividends. My 
question is intended to apply to all exceptions made in the Revenue 
Code, and that would include section 101, subsection 12, which gives 
farm marketing cooperatives an allowance or exception for reasonable 
reserves for necessary purposes. Now, from your statement, the 
third recommendation on page 7, it appears that you make no excep- 
tion at all. My question is whether you mean no exceptions what- 
ever. 

Mr. Ecper. With regard to that particular question, I mean the 
question of reserves, if that resei ve is part of the profit of a corporation 
or of the cooperative, whether it is a privately held corporation or not, 
| would say that in either case it would be subject to taxation. 

Mr. Martin. It should be subject to tax without any exceptions? 
That is the position of the American Federation of Labor? 

Mr. Evper. No; I am not saving that. With regard to that I say 
that in general that would be our position, if it can be demonstrated 
that that is an exception. 
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Mr. Martin. I think that farmers are particularly interested in the 
position of the American Federation of Labor on that point. 

Mr. Evper. With regard to this particular point, Congressman, 
our committee meets in the very near future and I would be very glad 
to bring the matter before them and report to you their decision on 
that specific point. 

Mr. Martin. Then to that extent recommendation 3 on page 7 of 
your prepared statement might be modified? 

Mr. Eiper. It might be modified if they decide to the contrary to 
that. 

Mr. Martin. With regard to the modification of vour statement, 
I believe you should arrive at a definite statement about the modifica- 
tion which vou favor. 

Mr. Ecper. Generally speaking, as far as 1 am concerned, Con- 
gressman, I would subscribe wholeheartedly to that particular state- 
ment. But you raise a specifie question. You say does it apply to 
this particular situation. | state as my answer that I don’t see why 
it should not apply. But since you have put it in terms of a specific 
section of a specific bill, although vou might have certain very definite 
opinions with regard to that bill, the need for modification of the law 
and the need for modification of certain phases of it, | would, I think, 
be expected to report back to my people and find out what they think 
about that particular section in the light of their own experience. 

Mr. Marrin. Then this feeling of yours as expressed to us today 
is your personal presentation to us? 

Mr. E_prer. No; that is the statement of the American Federation 
of Labor as approved by the tax committee. 

Mr. Martin. Surely the American Federation of Labor had some 
very definite ideas about the impact of that third recommendation 
before they allowed it to go into your statement. They may have 
had their fingers crossed on that, but it is verv important for us to 
have their exact position on this point. 

Mr. Etper. As I say, I would be very willing to cheek on that 
matter. 

Mr. Martin. To some extent, then, this statement is not the view 
of the American Federation of Labor? 

Mr. Exper. | would not say that. I would say that with regard 
to the particular point vou raise | would have to cheek to see whether 
they felt that that would cover the particular situation vou mention. 

Mr. Martin. | would like these hearings to be definite when a 
sweeping recommendation of that kind is made, so that when I send 
a copy of these hearings to my farmers, they will understand the 
position of the American Federation of Labor on that point, because 
there are a lot of farmers who are interested. 

Mr. Exvper. Better than that, Congressman, if vou want a state- 
ment, I can secure, | assure you, a statement on that particular point. 

Mr. Martrix. Thank vou. 1 will appreciate vour doing so. You 
want these hearings to stand for the time being as your personal 
opinion on that point and not the position of the American Federation 
of Labor on that third recommendation? 

Mr. Exper. No; not on that third recommendation but on this 
particular section of the law that vou referred to, Congressman. 

Mr. Martin. That is all. 

Mr. Byrnes. Mr. Chairman. 
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The CHarrman. Mr. Byrnes. 

Mr. Byrnes. Mr. Elder, in connection with this third reeommenda- 
tion, just what do you believe the American Federation of Labor has 
in mind as specific areas in which special exemptions, special rates, 0; 
discriminations should be removed? 

Mr. Evper. I think a number of them I referred to in the statement 
itself. | can think of others, though. I believe that in the Revenu 
Act of 1940 you made exemptions in the personal income tax. You 
doubled the exemption for people over 65. 

Mr. Byrxes. Do you think that should be eliminated? 

Mr. Evprer. Now, just a minute, please, if | may. You doubled 
the exemption for the blind. 

Now, the American Federation of Labor is obviously interested 
and has been interested for vears in social security, in giving peoplk 
in these particular categories whatever assurance they can be given 
that their needs will be adequately taken care of. We do not believe 
that that is accomplished, however, by making these exemptions on 
a hit and miss, arbitrary basis. 

Mr. Byrnes. You are talking here in vour statement about specia! 
exemptions, special rates or discriminations, that should be eliminated. 
Now, what do you have in mind when you talk about eliminations” 
Are vou saving that this committee should consider the question of 
revising the special exemption for persons over 65? 

Mr. Evper. 1 would say ‘ Yes.” 

Mer. Byrnes. And the same way would vou say that the committe: 
should look into the advisability of removing the special tax exemption 
given to the blind? 

Mr. Exper. That is right. 

Mr. Byrnes. What is the position of vour organization in the 
matter of the taxation of building and loan associations and mutual 
savings associations? That is another item which has become quite 
controversial and which L assume will come under this category. 

Mr. Evper. We have not discussed that in detail as far as principl 
is concerned. T would say that the principle that we refer to with 
regard to these other matters should apply to any aspects of the law 
that operate with regard to the building and loan group to the extent 
that it enjovs special advantages. 

Mr. Byrnes. Do vou consider that they do enjoy special advan- 
tages? 

Mr. Ecvper. T say to the extent that they do. [am not in a posi- 
tion to sav that they do or do not. 1 say that that is a matter that 
we have not discussed in detail. 

Mir. Byrnes. Can we get vour views as to just what areas and 
what specific items vou have in mind when vou refer to point 3? 

Mr. Exper. | have referred to several of them, 

Mr. Byrnes. You referred to the exemption given persons over 66 
and the blind. Now, what else do vou have in mind specifically? 

Mir. Ecper. We have referred to this question of the depletion 
allowance. 

Mr. Byrnes. No; vou have that in item 2. I am talking about 
item 3. 

Mr. Exvper. Well, I think that generally falls under this’ third 
category. It is one of them. 
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Mr. Byrnes. Do you have any other areas under item 3 that you 
have in mind? 

Mr. Exper. None beyond those that have been mentioned. 

Mr. Byrnes. You make a recommendation for elimination of 
special exemptions, and so forth. The committee, in order to remove 
them, has to know where they are or what vou consider are special 
exemptions. 

Mr. Evprr. Congressman, | would point out that T am making an 
over-all statement at this particular time. With regard to the matters 
that vou have raised now, as well as the other matters that have been 
raised, if it comes to a question of taxing this type or that type of 
corporation or individual, we will be prepared to come in with a state- 
ment based on the mature consideration of our committee which, as 
[ have indicated, has not considered these specific matters which, 
however, ip ho way, in my opinion at any rate, impairs or weakens 
our general position, 

Mr. Byrnes. T think that in some areas vou have discussed vou 
have been very specitie, and that has been very helpful to the com- 
mittee. But TL point out that | think it would be much more helpful 
to the committee if vou would be specific rather than general in this 
particular matter. 

Mr. Evper. | appreciate vour having brought those things to my 
attention, because they suggest that there are matters we should dis- 
cuss at further length and then come in with our recommendation, 
either in the form of a communication or at a later hearing. 

Mr. Byrnes. That is all, Mr. Chairman. 

The Cuatrman. We thank vou, Mr. Elder, for your appearance 
and for the information vou have given us. 

Mr. Exper. Thank vou verv much. 

The Cuatreman, The committee will recess at this time and will 
convene at 10:50 next Monday morning, 

(Whereupon, at lop. m. a recess was taken, the eommittee to re- 
convene on Monday, February 19, 1951, at 10:30 a. m 
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MONDAY, FEBRUARY 19, 1951 


Hovusrt oF REPRESENTATIVES, 
ComMITTEE ON Ways AND MEANs, 
Washington, D.C. 

The committee met at 10:30 a. m., pursuant to recess, Hon. Robert 
L. Doughton (chairman), presiding. 

The CuarrmMan. The committee will be in order. 

The witnesses on the calendar this morning are Mr. Carroll E. 
Mealey, Deputy Commissioner, Alcohol Tax Unit, Bureau of Internal 
Revenue, and Mr. Dwight E. Avis, Assistant Deputy Commissioner, 
Alcohol Tax Unit, Bureau of Internal Revenue. 


STATEMENTS OF CARROLL E. MEALEY, DEPUTY COMMISSIONER, 
ALCOHOL TAX UNIT, BUREAU OF INTERNAL REVENUE; DWIGHT 
E. AVIS, ASSISTANT DEPUTY COMMISSIONER, HAROLD A. SERR, 
TECHNICAL ADVISER TO THE DEPUTY COMMISSIONER; AND 
ROBERT TUTTLE, DISTRICT SUPERVISOR FOR MARYLAND, 
NORTH CAROLINA, VIRGINIA, AND WEST VIRGINIA 


Mr. Mrarey. Mr. Chairman, I have a prepared statement, copies 
of which have been submitted to the committee. 

The CuarrmManx. Do you prefer to make your statement without 
interruption and then answer questions later? 

Mr. Meartery. I would prefer that, Mr. Chairman. 

The CuarrmMan. We will proceed with that understanding. 

Mr. Mrarey. On Monday, February 5, Secretary Snyder outlined 
& proposal to you in which he suggested a program for raising 
$10,000,000,000 additional Federal tax revenue. 

As Deputy Commissioner in Charge of the Alcohol Tax Unit, | 
have come to discuss one phase of the proposed program, namely, 
the suggested increase in the excise rates on liquors. Before present- 
ing my views, I would like to compliment the committee for its prompt 
and favorable action in reporting out H. R. 137 sponsored by Congress- 
man King. As vou will recall, this bill is designed to bring black- 
market operations in liquor within the purview “of the permit provi- 
sions of the Federal Alcohol Administration Act and to eliminate law 
violators from the industry. Its enactment would do much to aid the 
Aleohol Tax Umit in supervising the industry in this emergency. I 
trust that the Congress will be able to consider this bill at an early date. 

As you know, the Secretary proposed an increase in the tax on dis- 
tilled spirits from $9 to $12 a proof gallon to produce an additional 
$329 million; an increase in the tax on beer from $8 to $12 per barrel 
to produce $287 million additional revenue; and higher rates on wines 
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to increase tax vields from that source by $90 million. The proposed 
excises on liquors are estimated to vield a total of $3,206,000,000 
which compares with an estimate set out in the budget for 1952 of 
$2,500, 000,000, 

It is my belief that the rates of tax on liquors can be raised and that 
the Federal collections can be thereby increased to produce $3 ,206,- 
000,000 in revenue. We will all agree that any tax boost of the mag- 
nitude now before this committee is going to be painful and rough. 
As I see it, our objective must therefore be to find the tax whic h is 
least painful and which will at the same time be equitable and en- 
forceable. 

My own views about liquor excises may be stated very simply. 
Such taxes will be reflected in increased prices to consumers who with 
their expanded purchasing power will continue to consume a large 
volume of liquor. Let me make on point clear—the liquor industry 
does not pay these taxes, although they do act in some respects as 
the collecting ageney. Liquor price changes following every tax 
increase are sufficient proof that the consumer, not the producer, 
pavs these taxes, 

The total cost of liquors to the American public has been variously 
estimated. The Department of Commerce has estimated the liquor 
bill to be in excess of S billion dollars a year. Ll am convinced that 
with prospective shortages in consumer goods the American public 
would pay an additional 700 million dollars if the taxes were increased 
as proposed, and that the Federal Government could add that much 
to its tax income. 

Now, [ understand that there is considerable concern over an 
anticipated inerease in bootlegging as a result of the proposed $12 
rate on distilled spirits. 

Let us not forget that the Government must have revenue and 
that the tax vield can be increased by more than 700 million dollars 
through the suggested rate changes. There is no question but that 
non-tax-paid liquor competes with tax-paid spirits in the low-income 
market. Consequently, any substantial increase in liquor” taxes 
inereases the law violators’ competitive margin and furnishes the 
violator an additional incentive to defraud the revenue. 

The non-tax-paid liquor traflie, like all criminal enterprises which 
have as their objective the profit motive, is strictly a police problem. 
Through effective policing and prosecution it can be reduced and 
controlled and in certain areas virtually eliminated. Just how effec- 
tive the unit’s enforcement effort has been in suppressing the non- 
tax-paid liquor traffic and in increasing and protecting the revenue is 
reflected by the faet that gallons of mash seized at illicit distilleries, 
which is the best measure of enforcement progress, decreased from 
21,300,000 eallons for the fiseal vear 1935 to 4,800,000 gallons for the 
fiscal vear 1950, or by 76 percent. During the same period of time, 
tax-paid withdrawals of domestic and imported spirits increased from 
82,558,000 proof gallons to 157 million proof gallons or by 90 percent 
This result was ace ‘complished despite an increase in the excise rate on 
distilled spirits from $2 to $9 a proof gallon during the same period of 
time. 

ven prior to the war, the Aleohol Tax Unit with the assistance 
of the Department of Justice, through effective policing and success- 
ful prosecution, had reduced the syndicated liquor traffic in the 
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metropolitan areas to the point where only remants of the prohibition 
and post-repeal groups of violators remained. Gallons of mash 
seized, beginning with the vear 1938, had leveled off to approximately 
7 million annually. 

After Pearl Harbor, sugar rationing and other wartime controls, 
coupled with the enforcement effort, drastically restricted illicit 
distilling in all sections of the country. Mash gallons seized dropped 
to approximately 2,500,000 gallons annually during the war years 
and remained static until the abandonment of sugar rationing in 
July 1947. Sugar, however, remained in short supply for the next 9 
months. Subsequently, violations increased with the result that 
3,600,000 gallons of mash were seized during the fiscal year 1949 and 
4,800,000 gallons were seized during the year 1950. 

At the present time a Lag w small stills are being operated sporadically 
in most areas. There is little organized traflic except in the metro- 
politan areas on the ste coast and in the Southern States. Several 
groups are operating on an interstate basis in the Pennsylvania- 
New Jersev-New York-Connecticut-Massachusetts area, engaged in 
the production and distribution of high-proof alcohol for beverage 
purposes. These groups have been persistent in their oper ations and 
effective policing and prosecutions have failed to eliminate them, 
although practically all the principals involved, as wall as their sub- 
ordinates, have served one or more terms in the penitentiary. This 
type of operation, however, constitutes only a small fraction of the 
prewar traffic in this ares 

The small violator today constitutes the principal enforcement 
problem, particularly in the Southern States. It is in those States, 
because of the preponderance of low-income groups and the fact that 
more than 50 percent of the population ts located in dry areas where 
tax-paid spirits are not readily available, that the unit despite the 
fine assistance extended by local officers has encountered extreme 
difficulty in controlling the non-tax-paid liquor traffic. Ninety-three 
percent of the volume of violations for the entire country for the 
fiseal vear 1950, as reflected by both gallons of mash and stills seized 
were found in these States. It, therefore, follows that the non-tax- 
paid liquor traffic constitutes no substantial threat to the revenue 
except in this area. 

The rate of excise taxes on liquor, as well as the effect of the rate 
on the law-enforcement problem, has always been a subject of contro- 
versy. ip preprohibition rate was 81.10 a proof gallon. Early 
In 1954, was decided that liquor could stand a S2 rate. Beginning 
In 1938S the rate Was progressively increased to $2.25, $3, $4, $6, and 
finally on April 1, 1944, to 89.) Each time the rate changed it was 
argued that it would create a serious law-enforcement problem. 
What happened? Actually, although the tax now is 4! times the 
rate in 1938, there is substantially less violation in all sections of the 
country today than in 1938 

In considering this question, Il should be recognized t] iat de ‘fer Ise 
controls and limitation orders may, as in the last war, be of consider- 
able assistance to our enforcement officers in their etforts to control 
the illicit traffic. Copper, an essential in connection with large scale 
distilling operations, has alrendy been placed under restriction 


Sugar rationing would, of course, in itself greatly reduce the illicit 
traffic. 
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Another factor to be considered is that during and since the wa: 
economic conditions have improved to the extent that there is no 
longer the same demand in industrial areas for cheap non-tax-paid 
spirits. As incomes expand, the number of consumers remaining 
in the low income groups decreases. This results in a materia! 
reduction in the potential market which the liquor violator may try 
to exploit. 

Since the national defense program will further stimulate the 
economic activity of the country, there will be an expanding market 
for tax-paid liquors as there was in World War IL. I fully support 
the statement made by Secretary Snyder before your committee that 
the proposed increase in liquor tax rates will not ‘‘add substantially 
to present administrative or enforcement problems.” It is my 
judgment that the effect of the proposed increase in rate upon thi 
non-tax-paid liquor problem deserves little consideration compared 
with the more fundamental and basic aspects of such taxes. With 
an adequate force the Aleohol Tax Unit can handle the enforeement 
problem. 

The Cuatmman. Mr. Commissioner, 1 think vou are discussing 
one of the major problems confronting this committee. Of course, 
the question of additional revenue is the primary question. How 
much has the Secretary estimated that the total revenue will be that 
we will get by increasing the taxes on the three beverages? 

Mr. Meaney. An additional $706 million. 

The Cuammman. Now under the present law distilled spirits are 
taxed at the rate of $9 per gallon and the Secretary has recommended 
that it be increased to $12 a gallon. That is a 334 percent increase. 
He has recommended an increase on beer of from $8 to $12 per barre|, 
which is a 50 percent increase. He has recommended higher taxes on 
wine amounting to an inerease of 206 percent or more. Now some- 
body has been in to see me about this matter to complain about the 
difference in the pereentage of Increase The wine people and the 
beer people say that, if we need additional revenue, they are willing 
to submit to the same percentage of inerease as the liquor people 
but they think it is absolutely unfair to have a much larger increas 
on those beverages, wine and beer, than on liquor. 

It would seem to me that there may be something in their position, 
unless we have not been correct as to the difference in the tax on th 
various beverages in the past. What is vour explanation of that? 

Mr. Meauey. Mr. Chairman, | would like to read a paragrap! 
that was prepared in our office with reference to these rates which 
savs in effect: 

If the excise rates on liquor are increased, it is believed that an effort should b 
made to equalize the rates applied to the various kinds of liquors. Beer and wine- 
never have been taxed as heavily as spirits. If the aleohol contained in beer and 
wines were taxed at the distilled spirits rate, the liquor rate would immediately by 
$24 a barrel, dry wine would need to be taxed at $2.16 a gallon rather than 1: 
cents, and sweet wines would need to be taxed at $3.60 a gallon rather than 60 
cents 
To put the case a little differently, a fifth of a gallon bottle of bonded whisky 
carries a Federal excise tax of $1.80. The same amount of alcohol in beer 
taxed at approximately $0.60, sweet wine with the same amouat of alcohol i: 


taxed at 30 cents, and dry wine is taxed at approximately 13 cents, 

So, Mr. Chairman, vou can see that if liquors were taxed according 
to the aleoholic content, the rates would be much higher than thos« 
proposed by the Secretary. 
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The Cuainman. | do not think that I get vour position clearly. 
Just why does he recommend a much higher percentage increase? I 
did not get that in vour reply. 

Mr. Mrauey. Mr. Chairman, if beer were taxed on the alcoholic 
content at the present distilled spirits rate. we would be recommending 
a tax of $24 a barrel instead of $12. , 

The CHatrMan. Does that mean with respect to the present law 
and the past laws where we have increased the tax so much on liquor, 
so much on beer, and so much on wine, that we did not consider the 
matter from the right standpoint? 

Mr. Meaney. | would not say that, but vou did not consider it 
from the aleoholic content 

The CHarrMan. If we did not then, why should we now? Were we 
mistaken then, or are we mistaken now, or were we mistaken in either 
case? 

Mr. Meavey. | am not familiar, Mr. Chairman, with what trans- 
pired when these taxes were originally put on, but | have been told 
that it was to encourage the temperate drinking of beer and wine 
rather than the drinking of distilled spints. The taxes were made 
lower on beer and wine to encourage the drinking of those beverages 
rather than distilled spirits. That is why the rate was made lower on 
both beer and wines. 

The CHatrmMan. Was that considered from a moral standpoint 
rather than from a revenue standpoint? 

Mr. Merauey. That is my understanding, Mr. Chairman. 

Mr. CuarrmMan. Which do vou put first now. the moral considera- 
tion or the revenue” 

Mr. Merarey. I do not speak for the Secretary but I assume that 
he has based his recommendations largely on the moral standpoint 
rather than on the alcoholic content of both of these items. 

The Cuarreman. You have referred to. the production of illicit 
Spirits You do not have the same trouble with the production of 
icit beer and wine that vou do with liquor? 

Mr. Mrarey. No, sir. 

The CHarrmMan. Do vou have any trouble with beer and wine? 

Mr. Merartey. No, sir 

The Cuairman. It is all with liquor? 

Mr. Mrauey. That is right 

The CuatmMan. Now | understand from the testimony that it 1s 
contended that any increase in the tax on distilled spirits would not 
result in a large increase of moonshine or contraband liquor? 

Mr. Meaney. Yes, sir. We think with some additional enforce- 
ment officers, based on our past experience, that we can cope with the 
situation, Mr. Chairman 

The CHarrman. Now let us discuss the enforcement problem a 
little. Are vou getting along with that as well as vou think you 
should? 

Mr. Meautey. Mr. Chairman, I have with me Mr. Dwight E. Avis 
who is in charge of enforcement throughout the country. Ll would 
prefer to have Mr. Avis answer any questions regarding enforcement. 

The CuarrmMan. All right, Mr. Avis, give us your experience in the 
enforcement of this law, and let us know what your greatest difficulty 
is. | notice that Mr. Mealey has referred to the fact that in some 
sections of the country it is no problem at all, but in other sections it 
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is quite a problem. Will you give us the benefit of vour experience, 
and if there is anything wrong with the law that needs correction 
please point it out. 

Mr. Avis. Mr. Chairman, in 1935, shortly after the repeal of 
national prohibition, mash gallons seized, which we consider to be 
the best measure of the enforcement problem, showed that 57 percent 
of the violations were outside of the Southern States. Now today 
that same analysis indicates that only about 7 percent of the violations 
are outside the Southern States. 

Now the facts are simply these: Through effective policing and 
prosecution, we have been able to virtually eradicate this traffie in 
some sections of the country. In other areas we have been able to 
control it to where it is no substantial threat to the revenue 

In certain of the Southern States—I think perhaps because 50 
percent of the area from a population standpoint is dry and to the fact 
that there is a much larger proportion of low-income groups in this 
area than in other areas—we have not been so sueeessful. As a 
matter of fact, 95 percent of the violations are in 11 Southern States. 
Of the 93 percent, the large proportion are in about six States. 

Now those are the States in which we had trouble before prohibition 
and we have had more trouble since repeal. There the problem is one 
necessitating, in my opinion, additional personnel and it needs to be 
dealt with more severely from the point of view of punishment. 

Now I do not contend that vou can eradicate this traffic in that area, 
in the so-called moonshine sections ldo think that it can be reduced 
bevond the point which we have curtiled it. [It is a matter of person- 
nel, a matter of cooperation between the prosecutor and the investi- 
gating staff and the courts. I think the situation can be improved. 
It cannot be eradicated. 

The very fact that 50 percent of the population in these 11 States 
live in dry areas means that tax-paid whisky is not readily available 
and coupled with the demand for cheap spirits, the result is that moon- 
shine is going to be produced. 

The CuaremMan. Now with respect to the dry States —do you have 
the same problem and to the same extent in all the dry States? 

Mr. Avis. Mr. Chairman, I dislike very much to allude to one 
particular State, but 

The Cuateman. That was not mv question. T will get te that 
later. Aly question was: In the dry States is the situation much more 
acute as far as the illicit manufacture of liquor is concerned than in the 
other States? 

Mr. Avis. I would Say it is not more acute in the State of Missis- 
sippi, for instance, and there is a reason for it. There is a lot of 
tax-paid whisky sold in that area. The State taxes it. They have a 
10-percent State excise tax on whisky, on tax-paid whisky. As a 
matter of fact, they use our records to collect it. Tax-paid whisky 
is readily available and for that reason there ts less moonshining in the 
State of Mississippi than vou would expect. I do not mean to say 
that there is not a lot of moonshining, because there is, but there ts 
less than you would expect, considering it is a dry State. 

The Cuairnman. Does that mean that the State offictals are more 
active and vigilant than they are in some other States? 

Mr. Avis. Of course, Mr. Chairman, the more local enforcement 
vou have the fewer violations, that is true, but I would not say that 
in Mississippi that is the situation there, because it is not. 
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The CuHatrmanx. You named a number of States in which you said 
you were having trouble and in five or six you said you were having 
serious trouble. 

Mr. Avis. That is right. 

The Cuatrman. When vou have trouble in certain parts of a State, 
certain counties and certain areas, that localizes the trouble for you 
and you know where it is? 

Mr. Avis. That is right. 

The Cratrman. You need not be looking for correction of the 
trouble where it does not exist. So the fact that vou know where it 
is gives you a better opportunity to cope with it, does it not? 

Mr. Avis. It certainly does; yes, sir. However, our experience 
with this liquor problem is that tt has to be policed to some ex ent 
every place. It has to be controlled. It is very important that we 
maintain control of the movement of raw materials, sugar in par- 
ticular. 

The Cuatrman. Whose responsibility is that? 

Mr. Avis. That is our responsibility. 

The Cuarrman. In what way do you exercise that responsibility? 

Mr. Avis. Mr. Chairman, the problem with reference to these 
particular localities to which vou refer—if there is a sohution to it— 
is one of additional personnel and more severe sentences. 

The CHatrrmMan. You mean additional investigators? 

Mr. Avis. That is right. 

The Cuarrman. Have vou called that to the attention of the 
Appropriations Committee? And if you had additional personnel, 
adequate personnel, do vou think the additional collections of revenue 
would more than compensate for the additional expense of extra 
personnel? 

Mr. Avis. There is no question about that, Mr. Chairman. There 
is no question about that at all. 

The Cuatrman. The Treasury is losing money by not giving you 
adequate personnel to enforce the law; is that right? 

Mr. Avis. | would say that is right. 

The Cuairmanx. How much? 

Mr. Avis. I cannot estimate that. I will simply say that an in- 
vestigator will produce a considerable amount of additional revenue 
over and above his salary cost, 2 or 3 or 4 times, but he will not pro- 
duce 20 to 1, like an additional revenue agent will. 

You will recall Commissioner Schoeneman the other cay told you 
that for every additional revenue agent the Bureau appointed he 
could get a 20 to 1 return. You are not going to get that kind of 
return by putting additional investigators in the south. You will pay 
his salary and a good deal more in the way of return, and you will 
tend to improve a rather lawless condition in some localities. 

The Cuarrman. The improvement of a lawless condition should be 
some inducement to the Government, should it not? 

Mr. Avis. It certainly should. 

The CHarrMan,. Is it not a great travesty on enforcement that a 
great government like ours will knowingly permit flagrant violations 
of its laws in certain sections of the country? 

Mr. Avis. L think that should not be permitted, Mr. Chairman, if 
it can possibly be avoided The condition that exists in several 
localities can be improved considerably, 
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The Cratrman. Have you as diligently as possible called that to 
the attention of the authorities who can give you some help on this? 

Mr. Avis. Mr. Chairman, since the war we have not asked the 
Appropriations Committee for any additional funds. The reason we 
did not was because, due to the black-market operations and war 
profits, the Bureau had to come to the Congress repeatedly for addi- 
tional personnel in connection with income-tax investigations where, 
as I say, the return per revenue agent is 20 to 1. For that reason we 
have not felt like stressing this situation in so far as liquor violations 
are concerned in the Southern States. 

In 1940, I believe it was, we did prepare a memorandum requesting 
additional funds. I think we requested appropriations for 200 addi- 
tional investigators 

The Cuarrnman. How many did they give vou? 

Mr. Avis. It was not approved, as | recall it 

The CuairmMan. Did they give vou none at all? 

Mr. Avis. I do not believe so, on that occasion. I know on 1 oe- 
easion we did get 100 additional investigators. 

I just want to make this point right here. We are operating today 
with about S75 investigators. Now before the war we had 1,300. 
So we have reduced our force through the war and since the war vears. 
Our force outside the Southern States is in some instances 50 percent 
less than it was before the war. That is as it should be, because as 
violations subsided we shifted personnel to the areas where they were 
needed. However, during the war those funds originally appropriated 
for investigators were used for hiring storekeeper gagers at the time 
the plants were operating around the clock. After the war we just 
got along with less personnel. 

The Caatrman. To what extent are you getting help or cooperation 
from the dry States in the enforcement of the law? 

Mr. Avis. We get some cooperation, Mr. Chairman. However, tt 
is not as much as vou might expect. 

The CHairmman. Do you get better cooperation in some sections 
than vou do in others? 

Mr. Avis. Yes 

The CHatrrMan. Where vou do get the cooperation of the State 
officials, does that aid you materially in stamping out the illicit traffic? 

Mr. Avis. Yes, it does, although | do not want to create the 
impression that in these Southern States that [ have mentioned we 
do not get a lot of cooperation from the local officers because, as a 
matter of fact, we do. We get a great deal of cooperation. In States 
like Georgia, for instance, the State Beverage Department has 
assigned their investigators to our office and they work paired with 
our men. That condition | believe still exists in Florida. It existed 
fora long time in Alabama. In Tennessee it exists at the present time 

The CHarkMan. In what States, if vou do not mind saving, do vou 
have the greatest diffieulty in the enforcement of the law with respect 
to the manufacture of illicit or non-tax-paid liquor? 

Mr. Avis. I would say Alabama, Georgia, South Carolina, North 
Carolina, and Virginia. | would put those five down as the States 
where we have the greatest number of violations. There are a sub- 
stantial number of violations in Florida, and in Tennessee. Inciden 
tally, | believe Tennessee has 100 dry counties and 5 wet counties 
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The Cuarrman. Let us take North Carolina, my home State. Can 
you give me the names of the counties in North Carolina where you 
are having the greatest difficulty? I would like to see what is going 
on in my State. Could you give me that information if it is not an 
embarrassing question? 

Mr. Avis. It is an embarrassing question, but 1] will answer it 
anyway. Wilkes County has more violations than any other county 
in the State, considerably more. 

The Cuammanx. Wilkes County adjoins Caldwell and Alleghany 
Counties and vou have considerably more trouble in Wilkes County 
than you do in the adjoining counties? 

Mr. Avis. Yes, we do. 

The CHarrmanx. To what extent do you get the cooperation of 
State officials in those counties? 

Mr. Avis. Mr. Chairman, | am not as well informed on that subject 
by counties as L perhaps ought to be. 1 do not know whether Mr; 
Tuttle can answer that question. 

The CHarrman. If he can, he may answer. Mr. Tuttle is from the 
district L represent and | know he is a very, very eflicient and capable 
law official. 

Mr. Turrie. Mr. Chairman, we are not getting help from Wilkes 
County. 

The CuHarrman. Wilkes County and Caldwell County are both 
mountainous counties? 

Mr. Turrie. That is right. 

The CuarrmMan. They are geographically situated in the center? 

Mr. Turrie. That is right. 

The Cuarrman. And in one you have a more serious problem of 
law enforcement than in the other? 

Mr. Turrie. Much more; ves, sir. 

The CHarrman. Do you get better cooperation from the officials 
of Caldwell County than the officials of Wilkes County? 

Mr. Turrie. Yes, sir. You can tell from the statistics; where 
we get no cooperation at all, why the situation is bad. What we 
need in enforcement is sure punishment. We are not getting sure 
punishment. 

The Caatrman. They punish them if they catch them? 

Mr. Turrie. You get plenty of defendants, all the courts can attend 
to, but probation is being overworked. What we need is the assur- 
ance that a violator will have sure punishment. He ts being given 
probation too often. 

The CHarrMan. In other words, you think the punishment is not 
adequate to cope with the crime? 

Mr. Turrie. In every district where the courts have been rather 
severe it shows on the records today. 

The Cuarrman. Will you give us some instances of that? 

Mr. Turrie. Insome sections of West Virginia the illicit production 
of liquor was quite a problem. It is now pretty well eliminated. 
The distriet judge of the southern district of West Virginia—-who has 
been dead 10 years but his work is living after him-—would give 2 
and 3-vear sentences where other States were giving 90-day and 
§-month sentences. Today we are reaping the benefit of that good 


work. 
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The CHarrMan. So, in your judgment, if Il understand vou correctly, 
we need more investigators and we need to bring more violators into 
court. In some cases the leniency exercised by the courts is militat- 
ing against vour successful work in stamping out this evil. Is that 
the way vou feel about it? 

Mr. Turrie. I feel that the heavy sentences have had a telling 
effect in law enforcement. It is not the number of violators that 
we catch and indict. Many times we do not get them as far as 
indictment. 

The Cuatrman. I want to get back to Mr. Avis again. I want 
to get this pretty well in my mind if | can. To what extent are vou 
considering this argument for compliance with the tax laws? If a 
taxpaver does not report his income tax, or he willfully reports it 
erroneously, he is committing fraud. Now, if a man is operating an 
illicit distillery and does not pay the tax that the Government says 
he should pay, he is committing a fraud against the Government. 
If a man robs a bank, all the officials of the town and county are 
after him night and day to run him down. That is as it should be. 
Now, when people manufacture liquor illicitly and defraud the Gov- 
ernment of the tax, what weight are vou giving to that phase of the 
problem? Plenty of people are not paving much attention to the 
tllicit manufacture of liquor, but if they viewed it from the standpoint 
of defrauding the Government, that might be an approach that could 
be considered. I do not know to what extent vou are considering 
this. 

Mr. Avis. Mr. Chairman, we drove the non-tax-paid liquor traffic 
out of the metropolitan areas in this country by prosecuting the 
principals behind the scenes, the money men, on conspiracy charges. 
We took cases into court with 25, 30, 40, and 50 defendants, and we 
prosecuted the money men, the principals. It was that effective work 
which has reduced this traffic to a bare minimum. 

Now we have tried in the Southern States to use the same methods, 
We make conspiracy cases and involve the defendants remote from 
the distilling communities. We prosecute the people who are financing 
these operations, 

We have not been as suecessful simply because there is so much 
business in some of these jurisdictions that the United States attorneys 
are reluctant to proceed in these cases. We make so many of them, 
that their dockets are congested. 

Nevertheless | want to say this, that many of these cases are being 
prosecuted, Than of the principals are being convicted. Where we 
conviet the principals, generally speaking the judges impose sub- 
stantial sentences, 

The Cuairman. You get greater punishment if vou try them on 
fraud charges than on the ethers? 

Mr. Avis. Yes. Many times the workers arrested at the stills are 
nothing but hired hands; they are not the money men. They are not 
the people who are reaping the profits from these operations. Our 
objective is always to get the principals, the fellows behind the scenes, 
who are reaping the profits. When we bring that kind of case into 
court we get a much better result. 

However, we usually have to go to trial in that kind of case and 


sometimes it means a 10 days’ or 2 weeks’ trial. It takes up a lot of 
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time of the court. We just do not ¢ 
guilty in those cases. 

The CHairman. What cooperation do vou have between the De- 
partment of Justice and the Treasury Department or the Bureau in 
connection with this matter? 

Mr. Avis. We have a very close liaison. As a matter of fact, in 
these fraud cases that we are talking about, these conspiracy cases, 
we forward to the Attorney General's office a copy of every one of 
those reports. They follow them up with the United States attorneys 
in an effort to get them properly handled. There is close daily liaison 
in that respect between the Attorney Geperal’s office and our Unit, 

The CuairmMan. Have vou studied the link between the iheit manu- 
facture and sale of liquor and the erime situation in that same territory? 
I have read in the papers where, in some counties, not mentioning 
the names of the counties, there is one murder after another, many 
times more frequently than in an adjoining county. Have vou made 
a study to determine to what extent crime has increased where the 
production of ilheit liquor is permitted to go on? 

Mr. Avis. Mlr. Chairman, I have made no study of the problem 
but I know, as a law-enforcement officer for a long period of vears, 
that any time you have a criminal enterprise flourishing in one par- 
ticular field it is going to affect the whole criminal situation. That ts 
fundamental. We see it in the gambling picture as disclosed by the 
Special Crime Committee in the Senate. It is just a fundamental 
proposition. 

The Coatrman. Mr. Reed, 

Mr. Reep. Mr. Commissioner, vears ago | happened to be an attor- 
hey for the Excise Department of the State of New York for a period 
of 5% vears. Lam wondering what percentage of convictions you get 
out of 100 alleged violations that are brought into court, 

Mr. Avis. About 34 pereent of those indicted are sentenced to 
imprisonment. The probations are now running about 45 pereent, 
Another 5 or 6 percent are given fines only 

Mr. Reep. What percentage of these people that go on probation 
are rearrested for the same crime? 

Mr. Avis. The statistics show about 14 percent. Of course you do 
not get a statistical picture unless the courts revoke the probation. 
I would venture that it is higher than 14 percent. 

Mr. Reep. [ understand from vou, and it is very interesting, that 
where the judges impose a substantial sentence, possibly imprison- 
ment, that tends to clear up the crime in that area. Is that right? 

Mr. Avis. It helps. Now in this southern situation that is not 
entirely controlling by any means, because vou have other factors 
there. L will simply say this: Our experience since repeal, outside the 
Southern States, shows that where vou had satisfactory disposition 
from the pot of view of sentences, vour violations took a very 
definite dip. These severe sentences have aided us materially in 
reducing the traffie outside of the South to where it is no longer any 
substantial threat to the revenue 

Mr. Reep. You spoke about the Southern States. [| am familiar 
with some areas down there and Lam just curious, that is all. [Tam 
familiar with some areas down there, particularly Fannin County, Ga. 
Years ago L was there lL had not been out of college very long or had 


eta high percentage of pleas of 
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been a member of the bar for only a short time. I was riding with an 
old gentleman. I inadvertently said to him, “Are there many stills 
in this part of the country?” He said, “ Young man, vou had better 
not be inquiring about stills down in this country.” I did not inquire 
after that. 

I learned, however, down there that a very large percentage of the 
revenue agents were shot about that time. 

Mr. Avis. We do not have the same rate of casualties that we did 
in those days. 

Mr. Reep. It was serious them, was it not? 

Mr. Avis. It was serious then. We still have men killed and 
wounded. We do not have as many but we still probably have the 
highest rate of casualties of any Federal law enforcement agency. 

Mr. Reep. It is very difficult to find those stills way back in the 
mountainous sections and in the valleys where there is a spring handy 
and all that, and they put out a watch for any stranger coming In. 
It is not easy to find those stills? 

Mr. Avis. It is very difficult. 

I might sav, Mr. Congressman, that we utilize the services of the 
Coast Guard. We put an observer in a Coast Guard plane. The 
planes are equipped with radios, as are our cars on the ground. We 
go over a territory and clean it out occasionally. 

Mr. Reep. That is a great addition to your service, is it not? 

Mr. Avis. It certainly is. 

Mr. Reep. In the old days you had to walk in or ride in on horse- 
back? 

Mr. Avis. Yes. We still have to walk in if we are going to get any 
high ratio of prisoners, you understand. There is no substitute for 
slipping in before daylight and lying in wait and maybe lying in wait 
all day. It is a rough, tough, hard job. 

Mr. Reep. It certainly is. There are so many features of the 
thing. I am certainly interested in your disclosures here. 1 know 
something about the difficulty. 

In the State of New York I was looking after people who were 
violating the law and all of the licensed dealers had to give a bond 
that they would not violate the liquor law, that they would not per- 
mit gambling, or suffer or permit the premises to become disorderly. 
They otherwise had to suffer revocation of their bond. 

It is a very interesting subject and a difficult one. Thank vou 
for vour contribution. 

The Cuarrman. Mr. Eberharter. 

Mr. Ereruarter. Mr. Avis, do vou want to leave the impression 
with the committee that an increase in the alcohol tax on liquor from 
$9 to $12 would increase vour problem of enforcement? 

Mr. Avis. Yes; it will increase it to some extent. 

Mr. Ernernartrer. Do you think that you will be compelled to ask 
for additional personnel? 

Mr. Avis. We may have to ask for additional personnel. I do not 
think that we are going to need any substantial personnel except in 
the South. However, our problem today outside the South, is not so 
much one of additional personnel as it ts able-bodied men. Our men 
are getting old. They have been in the service a long time. They 
are very effective but they cannot get out and stand the exposure 
that this job necessitates. It may be that if there is any indication 
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of any substantial increase in violations, we may have to increase 
our force to some extent in specific areas. I would say in this metro- 
politan area on the east coast we might have to increase it. I do not 
think we are going to have to increase it generally. 

Mr. Enernarrer. Has any estimate ever been made to your 
knowledge as to the amount of moonshine that is sold in the country? 
Have you ever seen any estimate of that kind? 

Mr. Avis. Yes. We have estimates which we have prepared for 
our own use, which we have not made public, as to the amount of 
non-tax-paid liquor, moonshine, and alcohol illicitly produced. 

Mr. Epernarrer. You prefer to leave that confidential? 

Mr. Avis. We do, because we do not think that these data are 
sufficiently accurate to make public. Now that is our feeling. If 
the committee should insist on it, why of course we will be glad to 
make it available. 

Mr. Epernarrer. | have here, Mr. Avis, a Survey of Illegal Dis- 
tilling in the United States Today, a study prepared by Licensed 
Beverage Industries, Inc., 155 East Forty-fourth Street, New York, 
N.Y. In one paragraph it says: 

On a most conservative basis it has been estimated that the aggregate daily 
producing capacity of all the illegal stills seized during 1949 was 529,416 gallons. 
(This figure is based on the federally reported average of 28 gallons per day per 
still.) 

That estimate is only of the illegal stills seized. It occurs to me 
that if you only get a small percentage, or just even a moderate 
percentage, of the illegal stills that are in operation, that the gallonage 
of illicit liquor would be tremendously high. 

Mr. Avis. That document which you have there is just off the 
press. I have seen a proof copy but not the printed final copy. 
We would like an opportunity to analyze that document and come 
before this committee again and point out what we consider its 
defects. 

1 might just say this, that you start out with the proposition that 
most of these violations, in fact 93 percent of them, are in 11 States, 
and we should not lose our perspective because the other 37 States 
are going to produce the great bulk of the 800 additional million 
dollars in revenue which we contend the Government will get by 
increasing the tax from $9 to $12. 

Now, in their estimates, they have used such figures as we make 
public and, as | understand it, then they have gotten some State 
figures which we have not had the benefit of, that is, still seizures 
in the South in particular, and without having any data whatsoever 
as to the capacity of these stills, the fermenting evele or any other 
data which vou would need to base any kind of estimate on, they 
have drawn certain conclusions. 

Now our figures which, as I say, we do not even consider accurate 
enough to make available to the publie, are bused on an analysis of 
every still seized. For instance, if we seize an aleohol still in New 
Jersey or in New York, why we take the capacity of that still, and 
we determine as far as we can from our investigation how long it has 
operated. We know from the mash capacity what the normal fer- 
menting evele is, and then we have to estimate whether it operated 
continually in order to get any idea how much it produced. You ean 
get a pretty good estimate from that kind of operation, but when you 
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get down South-—and I am sure some members of the committee are 
familiar enough with this situation to know themselves—and you 
seize a still without a defendant, you do not know how long it has 
been there, how many runs it has made, how many times it has been 
mashed down, or anything. It is just a lot of wild guessing. 

Mr. Erxernarrer. Mr. Avis, I have before me a statement here 
that the cost of a tank car of aleohol, that is, eligible for beverage 
purposes, was $9,135.39. That is what it was sold for. The tax on 
that was $138,182.40. Now according to the statement, the tax is 
more than 15 times the value of the alcohol itself. That is about 
right, is it not? 

Mr. Avis. I would say that is probably an accurate estimate. 
am told by Mr. Serr here that that is approximately correct. 

Mr. Exeruartrer. You propose to make it more than 20 times as 
much as the value if you raise the tax to $12? 

Mr. Avis. That would be the net effect on alcohol. Of course 
alcohol is not generally consumed as a beverage. Whisky is around 
100 proof or S6 proof, 

Mr. Eneruarrer. My point is this: You do not feel then that we 
have reached the point of diminishing returns by continually raising 
this tax? 

Mr. Avis. No, sir; we have not. 

Mr. Exernartrer. Do vou have any idea how much it costs to 
produce a barrel of beer? 

Mr. Avis. Mr. Congressman, I am not prepared to answer that, 

Mr. Meatry. We do not have those figures, Mr. Congressman. 

Mr. Enernarrer. It is only $3 or $4, is it not, to actually produce 
it, something around that? 

Mr. Mratry. I do not know. 

Mr. Eneruarrer. You propose to tax that $12. It costs only $2 
or $3 to manufacture. Do vou not think that that is reaching the 
point of diminishing returns? 

Mr. Meatrey. Mr. Congressman, if I may, I saw a statement im 
the newspapers the other day by Mr. O'Gara of the Tavern Keepers 
of New York City in which he said in effect that last November the 
tavern owners had raised beer to 15 cents a glass and that he felt 
the tavern could well absorb the additional increase. Here is the 
statement in the Sunday News of New York, Sunday, February 11. 
Among other things he said: 

O'Gara announced a bit of cheer for beer friends arising in part from the demise 
of dime beer in most bars last November. Brewers ai that time hiked the tax 
on @ barrel 50 cents, blaming higher cost Dime S-ounce beers rapidly became 
l5-eent 9- and 10-ounece beers. There is a little leewsy in the adjustment, and 
Tr nial hosts will be able to absorb the tax, depending on the amount of 
heer they sell and their loeations. 

P Mr. Enernarrer. There are many, many thousands of small 
taverns located throughout the country where the proprietors, | am 
informed, are just about making a living. It is questionable, in my 
opinion, whether or not they would be able to absorb $4-a-gallon 
increase in taxes. Is there something to be said for that, too? 

) Mr. Mearey. That isan economic problem that] am not prepared 
to discuss. The Secretary of the Treasury has recommended $4; and, 
as I pointed out earlier, if you taxed beer on the alcoholic content at 
the present distilled-spirits rate, you would be taxing it $24 a barrel 


instead of S12, 
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The Cuarrman. Mr. Jenkins. 

Mr. Jenkins. Mr. Avis, | would like to ask a question or two. [ 
come from a hill country. This is the first time I have ever heard 
that there are more criminals in the hill country than there are in the 
cities. I do not want to admit that, but | wonder if you prosecute 
the hill folks more vigorously than the city folks? 

Mr. Avis. No, sir. 

Mr. Jenkins. I am glad to hear that. There has been a tendency 
for moonshine operators to flourish better in hill country than in the 
cities. 

Mr. Avis. That is correct. 

Mr. Jenkins. What is the reason for that? Is it simply because 
they are out of reach or because the city fellows can make their 
product and comply with the law and still get enough out of it to 
ret by? 

Mr. Avis. As I say, there are a great many factors in this southern 
situation. The dry areas have a great deal to do with it. Another 
factor is the demand furnished by the low-income groups. 

Now, I assume that vou are from the southern part of Ohio? 

Mr. Jenkins. Yes. We do not have much bootlegging down there, 

Mr. Avis. That situation there is not difficult or bad at all, any 
more. At one time we had quite a little of it in the area across the 
river from Kentucky, but time has worked that problem out for us. 

Mr. Jenkins. I think that probably this moonshining is better 
adapted in areas where wages are low 

Mr. Avis. Exactly. 

Mr. Jenkins. They do not have the money to pay for liquor; so 
they have to economize a little and then make a little for their own 
use and a little to sell. 

Mr. Avis. [t is an economic problem to some extent. You can 
more effectively police it where vou do not have an economic problem, 
The greater the economic problem, the more low-income groups, 
the more dry territory, the lesser amount of tax-paid spirits available; 
they are all factors that increase our police problem. 

Mr. Jenkins. L have watched this across the vears. The price of 
liquor is increasing, but that is not because the price of production 
has increased but because the people have more money to spend. 

Mr. Avis. It is because the tax rate has been so substantially in- 
creased. There is some additional cost of production, too, but it is 
largely the increase in tax rate that has increased the cost. 

Mr. Jenkins. I notice you say we have increased the tax 4! times 
since LOSS. 

Mr. Avis. That is right. 

Mr. Jenkins. And the violations have not increased? 

Mr. Avis. That is right, sir. 

Mr. Jenkins. How about the consumption of alcoholic liquor? — It 
is greater than ever? 

Mr. Avis. 1 would not say it is greater now than it was in 1945 
when there was very little in the way of consumer goods available for 
people to spend their money on. At that time, L believe, tax-paid 
withdrawals amounted to 174,000,000 gallons, 

Mr. Jenkins. Do you think now your experience has taught vou 
that the liquor industry can stand this amount of increase in taxes 
and still the amount of consumption will not be lessened? 





520 REVENUE REVISION OF 1951 


Mr. Avis. That is substantially our position, sir. 

Mr. Jenkins. The amount consumed will not be lessened and thi 
violations will not be increased? 

Mr. Avis. Will not be substantially increase. The increase in vio- 
lations will be a very small factor with relation to the additional 
amount of revenue. 

Mr. Jenkins. Of course, you know very well the taxes on tobacco 
and liquor have been considered nuisance taxes from the very first 
time they were ever imposed. If that is the case and you are sure 
that the amount preduced and consumed will not be lessened any 
and the violations will not increase, it would seem to me you make a 
good case. 

Mr. Avis. I think that is correct. 

Mr. Jenkins. We would get more taxes, more consumption, and 
fewer violations. 

Mr. Reep. Mr. Chairman, I ask unanimous consent to insert in 
the record pages 10 and 11 of a document entitled “ A Survey of Illegal! 
Distilling in the United States Today, a Special Study Prepared by 
Licensed Beverage Industries, Inc., 155 East Forty-fourth Street, 
New York 17, New York.”’ 

The CuarrmMan. Without objection, it will be inserted in the record 
at this point. 

(The pages referred to follow :) 


TasLe I.—Federal, State, and local seizures of illegal stills, 1949 
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The Cuarrman. Mr. Camp. 

Mr. Came. Mr. Chairman, I know something about illicit distilling 
in my State, and I am very proud to note that it is on the decline. I 
am from Georgia, as you know, and was a Federal prosecutor for 7 
vears. I believe that, if the tax is materially increased, there will 
be a greater demand for moonshine whisky. i believe there will be 
attempts made to manufacture more of it. 

It has been my observation that the Aleohol Tax Unit at some time 
or other always gets a distillery. Ido not believe they miss 10 percent 
of them. I do not mean that they get them as soon as they begin 
their operations, but I mean they do not operate long before the 
Aleohol Tax Unit gets them. 

1 would like to know what you think about that. Do you not 
think that vou usually seize most of them that operate? 

Mr. Avis. We certainly do, Mr. Congressman. You are entirely 
correct in your observation. The estimate which we have, and which 
I say we do not consider too accurate, shows that the average life of an 
ilhieit distillery is nubout BYi days. Of course, that does not mean it 
operated all those 37 days, because you know how those stills are 
operated down in Georgia; that is, they set the mash and they wait 
for it to ripen up and then they run it off. If they have enough de- 
mand, why they make another run. If they have not, they wait 
until they get some orders. 

Mr. Came. They wait until they sell it before they make any more. 

Mr. Avis. That ts right. 

Mr. Camp. Also, they do not make any more in that spot; they 
will change every run they make. 

Mr. Avis. Yes, sir. 

Mr. Came. Of course, the airplane has enabled you to be far more 
thorough in vour investigation. What has reduced the number in my 
State is the faet they have built new factories in the area where they 
had made it: people have gone to work there. 

I want to ask vou something about alcohol-dealer permits that are 
eranted by the Federal Government. As | understand it, if a man 
has a permit, the Federal Government makes no investigation as to 
whether or not he has a State permit, All they require is that he has 
a Federal permit. How are those permits issued? Do you have 
anything to do with them? 

Mir. Meaney. You mean the special-tax stamps, Mr. Congressman? 

Mr. Camp. Actually, vou call them stamps, but in reality they are 
dealer permits. 1 believe you call them stamps; do you not? 

Mr. Meatrey. We issue what we call occupational-tax stamps. 
Anybody who applies to the collector of internal revenue and pays 
$27.50 can get one, regardless of whether he does business in wet 
or dry territory. The collector makes no investigation of these 
applicants 

Mr. Came. And deliveries of tax-paid whisky may be made to the 
holder of one of those stamps? 

Mr. Mearey. They may be, but the stamp is not required to pur- 
chase liquor. The stamp is only required in case he sells it. 

Mr. Camp. In ease he sells whisky? 

Mr. Mearey. That is right. 

Mr. Camp. In Georgia we have a State tax on alcohol and we find 
that considerably more than half being sold in our State is escaping 
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State revenue, ‘That is a very alarming thing. One of the facts they 
have discovered there is that these stamps are issued in any name and 
at any place; that the Federal Government makes no investigation 
whatsoever as to whether the name that goes on these stamps is in fact 
a bona fide name. Recently in my State they were tracing a large 
shipment of whisky, and the stamp used to receive that whisky had 
given as the address of the owner of the stamp the residence of one of 
the prominent State officials, and the name was that of another one. 
They used one official's address and another official’s name. Do vou 
not require proof that the applicant is actually a human being when 
vou issue him a stamp? 

Mir. Mraney. No, sir, Congressman; we do not. There are between 
300,000 and 400,000 of those occupational stamps issued in the United 
States. They are issued by the collector of internal revenue at the 
price of $27.50. First of all, the collector's office obviously cannot 
make any investigations of these taxpavers since the special tax is only 
$27.50. LT have ideas that the price of that stamp ought to be raised. 

Mr. Came. LT want to bring that before the committee, because there 
is a source of revenue that certainly should be tapped. 1 think I shall 
introduce a bill to require that, when a man makes an application for 
one of these stamps, on the application blank he must have at least two 
Witnesses to sign to verify that he is actually a human being and that 
he lives at the place where he says he lives. That would not be any 
trouble to the Bureau, and it would not cost the Bureau 5 cents to 
make that requirement. 

\Ir. Meaney. That, of course, would add to the collector’s force. 
which is another branch of the Internal Revenue Bureau. 

Vir. Came. How would it add to the collector's force? 

Mr. Meaney. We have discussed the problem with several of the 
southern Commissioners, and we have felt there ought to be some 
identification 

\Ir. Came. That would be at the expense of the man applying for it. 

Mr. Meaney. For instance, if vou go into a bank vou have to 
identify vourself in order to cash a cheek. Similarly when vou go in 
toapply for an RLY stamp, IT feel vou ought to be forced to give some 
identification If the application is mailed in, there has been some 
doubt in our mind as to whether or not the special-tax stamp should 
be forwarded by registered or regular mail, because it seems to me the 
fact that it has been received in the regular mail is not proof that such 
il person does exist. We have been debating the thing. and our whole 
problem has been that the collector's officers have felt that they would 
need an additional staff to require this identification. 

Mr. Camp. You do not issue that stamp unless a man files a written 
application for it, do you? 

Mr. Meratey. That is right. 

Mr. Came. Then what trouble would it be if vou required him to 
write on this application blank the certification of a witness or some 
State official that he ts in fact a human being and lives at the residence 
stated on the application? I do not see why that would cause your 
office or the Bureau's office any extra trouble at all, 

Mr. Meatey. Under those conditions, | do not think it would be 
too much trouble, Congressman. 

Mr. Camp. I certainly wish to express here a hope that we will 
have some cooperation between the States and the Federal Govern- 
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ment on that. I am glad that you have made the suggestion that 
you think the price of that stamp is too low. 

Mr. Meratey. You understand that is my personal opinion, Con- 
gressman. 1am not speaking for the Department. 

Mr. Camp. I believe in my day a man used to pay $15 for that 
stamp. 

Mr. Merarry. $25. Now it is up to $27.50. 

Mr. Camp. That is not a lot of tax for a man to engage in a business 
that has been so prosperous that snug fortunes are being made in 
l or 2 vears. 

The CuatrrmMan. Mr. Kean. 

Mr. Kean. Mr. Mealey, how much does it cost the manufacturer to 
manufacture a unit of liquor, whiskey, say, which is now taxed at $9 
and which you propose raising to $12? 

Mr. Mrarey. Personally | do not know. Mr. Serr says right now 
the distillers are selling their alcohol to the Reconstruction Finance 
Corporation for 85 to 90 cents a gallon, tax fre: 

Mr. Kean. 85 or 90 cents a gallon, and this tax of $12 on a gallon? 

Mr. Meauey. That is right. 

Mr. Kean. So that there is now a 900-percent temptation for 
somebody to break the law? 

Mr. Merarey. That is right. 

Mr. Kean. And you are proposing a more than 1,200 percent 
temptation to break the law? 

Mr. Mravey. Of course the distiller has additional cost, Mr. Con- 
gressman, such as warehousing, and the price, for instance, of new 
barrels. New cooperage has gone up considerably, as | understand it. 
So to the 90 cents which they are now receiving from the Reconstrue- 
tion Finance Corporation, there would need to be added the cost of 
warehousing, packaging, and other merchandising costs peculiar to 
the liquor industry. 

Mr. Kean. An illegitimate distiller would not have that expense? 

Mr. Meavey. An illicit distiller would not. 

Mr. Kean. No. So that the 1,200 to 1400 percent temptation is 
still there? 

Mr. Meavey. That is approximately right. 

Mr. Kean. You still feel that this increase would not substantially 
increase moonshining and bootlegging? Was that the statement vou 
made at the start? 

Mr. Meaney. That ts right, we do not 

Mr. Kean. And although it might mean a few extra enforcement 
agents in the metropolitan area, from the general point of view it 
would not necessitate a substantial increase or cause vour department 
any trouble in enforcing this new change? 

Mr. Merauey. Outside of the South, no. You see, in July, 1947, 
we lost some 160 investigators with the eut in the budget. As Mr. 
Avis explained, we have gone from practically 1,300 investigators 
down to 875 as of today. We think that probably if this increase in 
tax went on, we would have to ask for some more investigators, 
possibly 100 investigators 

Mr. Kean. One hundred investigators at about what salary? 

Mr. Merarey. Approximately $5,000. 

Mr. Kean. About $5,000, and then they have another $5,000 for 
expenses and various things? 

a! o4 
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Mr. Meauey. They would need additional money for traveling 
expenses. 

Mr. Kean. That would be $10,000 times 100 investigators. 

Mr. Meaney. We think about $1,000 for traveling expenses, or 4 
total of $6,000. That is what our experience has shown us in the past 

Mr. Kean. On the expenses? 

Mr. Meaney. That is right. 

Mr. Kean. $6,000 times 100 investigators would be $600,000 whic! 
vou figure it might cost to get this very large additional revenue? 

Mr. Meauey. That is right. 

Mr. Kean. How many stills were seized in 1950? 

Mr. Avis. The Federal figures are 10,030. 

Mr. Kean. 10,030 by the Aleohol Tax Unit? 

Mr. Avis. That is right. 

Mr. Kean. That is an increase of about 2,000 over what they seix 
in 1949, 

Mr. Avis. That is correct. Of course that increase took pla: 
almost wholly in the 11 Southern States to which | have referred, \) 
which we have a concentrated problem. 

Mr. Kean. You go back to 1935 in showing the situation is muc! 
better now than it was then. However, | am told that seizures hay: 
increased 34 percent from 1946 to 1949, so that with this increase of 
2,000 the increase would be greater by perhaps some 20 percent. |: 
might be an increase of 40 percent from 1946 to 1950 in the seizure of 
stills. 

Mr. Avis. Congressman, the situation is simply this: Suga: 
rationing, sugar being the principal base of non-tax-paid spirits, tended 
to reduce this tratlie very substantially during the war. If you recall, 
we had sugar rationing until 1947.) It was not until July 1947 that 
sugar rationing went off, and even then sugar was still in short suppl) 
for another 9 months. The increases in still seizures took plac: 
in 1948, 1949 and 1950 and were confined almost entirely to the South 
We do have, as we told vou, a problem on the east coast; an organiz 
traflie which we have very definitely under control but which neve: 
theless is a problem to us. 

Now these violations, as reflected bry this increase in still and mas 
seizures, have taken place in these 11 Southern States, 

I might point out to you that another good way to analyze th 
situation is to look at the arrest figures. You will find that the arresi-s 
have been much smaller since the war than they were before the wa: 
even in the southern districts. 

Now we have used the airplanes, as | have indicated to you, to ¢ 
quicker results. The men are getting old and many of the defendants 
are running away from them at the stills and we have used airplane- 
in order to get a better result. That means more stills, more masl) 
gallons, but it does not necessarily indicate that violations have reached 
prewar proportions in the South because they have not. Now there 
are a few sections where they may be approaching the prewar voluny 

Mr. Kean. Of course lam not interested in the South. As a matter 


| 
| 


of fact, 1 feel that is one of those traditions of the South. I do not fee! 
that the liquor from the South is shipped to the big metropolitan areas. 
The thing | am worried about is the metropolitan area. 

Mr. Avis. We are concerned about both, but we are particularly 
concerned about the metropolitan areas because that is where we once 
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had a large and highly organized traffic following repeal, as a matter 
of fact, clear up to 1939. There you have a more or less gallon for 
gallon displacement of tax-paid spirits. We are concerned about that 
problem. We are tremendously concerned that we do not recreate 
that problem. If we thought we would by this increase in tax, I am 
sure the Department would never have proposed it. 

Mr. Kean. I can see where there would not have been any increase 
in the metropolitan area on account of the sugar situation, but from 
the vear 1948 up to 1950 has there been an increase in the amount of 
stills seized in that area? 

Mr. Avis. The best thing to do, Mr. Congressman, is to look at 
the mash gallons. You come from the State of New Jersey, as | 
recall. Let me give you some idea of that picture. 

In 1935 we seized 3,000,000 gallons of mash in that State. In 1936 
it dropped to 500,000. Then it ran along, 358,000, 469,000, 846,000, 
709,000. 

Mr. Kean. What vears are you talking about? 

Mr. Avis. Those are for the years following 1936. The pre-war 
figure, 1941, was 279,000 gallons. Last year we seized 115,000 
gallons. 

Mr. Kean. How did that compare with 1948? 

Mr. Avis. We had one of the lowest years we ever had in New 
Jersey, only 8,000 vallons. 

Mr. Kean. Therefore, there has been a substantial increase since 
the first vear when the supply of sugar was increased? 

Mr. Avis. That is true. However, vou cannot look at New Jersey 
as one picture. You have to take Pennsylvania, New York, Connect- 
icut, and Massachusetts, because we know as a matter of fact that 
the same organized violators operate in all five States, because we 
have arrested them there. This is a battle of wits between the 
enforcement officers on the one hand and the violators on the other. 
They are always working across State lines and across our district 
lines, because our raw material controls operate on a district basis. 
If a violator were going to operate a still in Brooklyn, he would buy 
his sugar in New Jersey. If he were going to operate in New Jersey, 
he would buy it in New York or Connecticut. 

Mr. Kean. Does your area include New England in one district? 

Mr. Avis. New England is one district. New York is another. 
New Jersey is a separate district, because New Jersey is focally 
located between the large metropolitan areas of New York and 
Philadelphia, and we have always had to concentrate our efforts in 
that area. 

You can readily see that when you lump these mash seizures of 
these eastern districts and take the total 

Mr. Kean. You have not given me that. You gave me New 
Jersey which would rather show that the statement of these liquor 
people is true. Now with reference to that whole area of Con- 
necticut, New York, Pennsylvania, and New Jersey, what is the 
figure in 1948 as compared to 1950? 

Mr. Avis. | do not have it added, but the computation can be 
made. In 1950, in the Boston district, 100,000 gallons of mash. 1 
am giving you round figures. 

Mr. Kean. How does that compare with 1948? 
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Mr. Avis. It is way up, because we only seized 655 gallons. In 
other words, we had the traflie particularly eradicated in that district. 

Mr. Kean. In 1948? 

Mr. Avis. No; in 1949. 

Mr. Kean. Now it is increasing again? 

Mr. Avis. Yes; 10,000 gallons. 

Mr. Kean. According to the high tax? 

Mr. Avis. No; L would not say that, Congressman. 

Let me give you some more figures. You can draw your own 
deductions. Take New York, in 1950, 57,000 gallons of mash, but in 
1948 it was 76,000. So there was a reduction in New York. 

In the Philadelphia district it was 49,000 gallons in 1950 and 
153,000 in 1949. So you get a reduction there, a very substantial one. 

Now we look at our New Jersey picture. There it is 115,000 
gallons for 1950 against 51,000 for 1949. It is up. But vou have to 
tuke 2 composite picture because the violators are operating where 
they think they can to the best advantage, and we are right after 
them dav and night. 

Mr. Kean. You are only talking about the stills that are seized, 
because there is no way of knowing now much of this illicit trade is 
going on in these areas that vou have not yet discovered? 

Mr. Avis. L will concede, Mr. Congressman, that there is an un- 
known quantity there. Nevertheless the statistical people will tell! 
vou that the law of averages will control the situation. 

Now, our investigators make it their business to know everybody 
who has ever cooked alcohol, everybody who has ever been in the 
business. We live with these violators day and night. We get them 
up in the morning and we find out whether they go to work at 
legitimate place of business or whether they are involved in som: 
illegal operation. We believe that within a reasonable time we locate 
all these violations. Now, one distillery may operate a much longe1 
time than another. We see them build many of these plants and we 
let them operate for a few days just to get the entire picture as far 
as the violators are concerned. We are so close to the violators that 
many times we know when they start to construct a distillery. That 
is the picture outside the south. 

Now, I do not say that we ean keep that close behind the violators 
in this moonshine area. We cannot even begin to do so. 

Mer. Kean. You got one of them about 10 years ago in my home 
town. 

There has been some suggestions by some of the liquor people that 
this moonshine and bootleg alcohol might be caught in the metropolitan 
area When it was sold by the retailer if the Congress, for instance, 
decides that they want to get this additional amount from the liquor 
business, by putting a retail sales tax forth is increased amount. 
You would not favor that? 

Mr. Avis. It involves a collectien problem, does it not? It is an 
intolerable collection problem, if | understand your question. ‘There 
are over 400,000 retail outlets. 

This tax is collected from the distiller or warehouseman. We do 
hot want to get into such a retail problem. I think a Yale professor 
several years ago made such a proposal. It was given quite a lot of 
study and found to be impractical. 
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Mr. Congressman, I can give you those figures now, as long as you 
raised the point. Mr. Serr has made a computation. For 1950 in 
these four districts that we referred to, that is, New England, New 
York, New Jersey, and Pennsylvania areas, we seized 231,000 gallons 
of mash. In 1949 we seized 260,000 gallons. 

Mr. Kean. There is not much difference. 

Mr. Avis. Not very much. We are just about holding our own 
up there. 

Mr. Kean. On these figures of enforcement I noticed in this circular 
Which was prepared by the Licensed Beverage Industry they listed 
the number of stills that have been seized: in the metropolitan area 
which they were able to discover through reading the newspapers. 

Mr. Avis. That is right. 

Mr. Kean. 1 notice that only a half approximately were seized by 
your ageney and the other half were seized by State and local control 
authorities. That is on page 15. 

Mr. Avis. Mr. Congressman, I have not had a chance now to check 
into this document because it is just off the press, but we will check 
that. However, 1 notice here, ATU and State troopers, ATU and 
firemen, ATU and Philadelphia police. 

Mr. Kean. Where it mentions ATU | have given ATU the full 
credit and | find that is about 50 percent. 

Mr. Avis. 1 would predict that we were in the picture in virtually 
allof them. IT will check that for vou. 

Mr. Kean. On their other table, the one that Mr. Reed asked to 
put into the record, there are one or two interesting things to me. 
For instance, in New Jersey, there we have, | believe, a pretty good 
Aleohol Tax Unit, which has a good reputation, and I notice that they 
have seized more than vou have seized in New Jersey. Now when vou 
get to New York the New York local agencies do not seem to have 
seized any and you have seized 26. When vou get to Pennsylvania, 
Pennsylvania seized only 11 and vou seized 87. Do you not get the 
cooperation from New York and Pennsylvania that vou do from New 
Jersey? 

Mr. Avis. Let me answer vour question. Insofar as New Jersey is 
concerned, L would predict that there were some duplications of figures 
there. However, this industry survey, as | understand it, says there 
is not. The only reason | would say there is is that we work very 
closely with the Alcohol Beverage Unit in New Jersey. They have 
one of the best in the United States. In facet, even though they make 
the seizure independent of us, we adopt the seizure and prosecute 
because, generally speaking, we can get better results in the Federal 
court than in a local court, 

As far as New York State is concerned, we have the cooperation of 
the beverage department. They do not have a separate law-enforce- 
ment unit of the type that New Jersey maintains, but we do work 
closely with the local officers up there and with the beverage unit in 
New York, which is also a very fine one. 

There is full cooperation also in Pennsylvania. 

I would sav on the big stills, the big aleohol plants, the ones about 
which we are concerned— vou understand, we get these five-gallon 
pots but they do not amount to a hill of beans—-but the big alcohol 
stills which have organized noney behind them, | would predict that 
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we were working together on that kind of seizure. Both of us may 
have reported it but I predict that there was no conflict whatsoeve: 
in approach. 

Mr. Kean. I did not quite understand what you said to the Chair- 
man in response to a question of the Chairman with reference to som: 
of these Southern States. From the figures the largest number of 
stills seized comes from the State of North Carolina. From this 
record it would look as if there was good cooperation by the Stat: 
officials in North Carolina, because this shows approximately 5,000 
of the stills seized by the State and local people against only 1,000 by 
yourselves. 

Now you get into Mississippi, and that is what I did not quit 
understand, you get into Arkansas, Oklahoma, and Tennessee, no 
stills were seized by the local people and everything was done by you 
people. 

Mr. Avis. Mr. Congressman, in fairness to the LBI, who made thi 
survey and prepared the list, | think they do say that the State figures 
are incomplete. Some States do not keep any statistics; and thos 
that do, do not keep much more than the mere number of stills 
They do not have anything on mash capacity, fermenting cycles 
length of operation, or other data. So it may very well be that som: 
of these State officers have seized some stills, and I take it that they 
have, but there is no record in any central State agency on it. 

Mr. Kean. This zero may not mean anything. 

Mr. Avis. 1 certainly want to make some inquiry into this 4,900 
figure for North Carolina. 1 do not question it, but I still want te 
find out what that picture is. If there were any such number of 
stills, I would want to ask the question, how many arrests were made, 
to see what the situation is and really analyze it. We will do that 
incidentally. 

Mr. Kean. I have one more question. The other day I figured 
that on the normal 10-cent glass of beer there was a tax of 1 cent anc 
S mills, and on the ordinary bottle of beer the tax was 2 cents and 
1 mill. !f wonder if that is about correct. 

Mr. Serr. The tax on beer will run approximately a third of a 
cent a glass for each dollar of tax. So when we are talking about 
increasing the tax $4 a barrel, it will roughly amount to an additional 
14 cents for a bottle or 12 ounces of beer. 

Mr. Kean. For the ordinary beer bottle what will it be? 

Mr. Serr. About 1 cents for each 12 ounces, 

The Cuatrman. Mr. Boges. 

Mr. Boces. Mr. Avis, as I understand it, we are trving to establis! 
some relationship between illegal whisky and the tax rate; is that 
correct? 

Mr. Avis. Yes, sir. 

Mr. Bocas. I presume that is the reason why we have you gent 
men here. 

Iam from the State of Louisiana. I notice that of all the Souther 
States, according to the records of this group, the Licensed Beverag: 
Industries, Inc., there were only 12 seizures in the State in 1949 despit: 
the fact that in Mississippi, which is a dry State for liquor, and 
Alabama, Tennessee, and the other Southern States, the number is 
quite high. I believe that the tax rate obviously has to be highe: 
than it is in Mississippi where there is no State tax at all. T under- 
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stand that there is some State tax on the movement of alcohol, but 
whisky being illegal it is not taxed by the drink. I believe that 
Louisiana has a high a tax as any of these Southern States. Do you 
have those figures? 

Mr. Avis. I do not, but they do have a fairly high tax rate. Of 
course they have an export law, too. 

Mr. Bocas. In studying the State tax laws, have you seen any 
correlation between the State tax rate and the amount of moonshine? 

Mr. Avis. | would say generally that it is not a sufficient factor. 
Now in Georgia there may very well be some relationship because 
they have an exceptionally high tax rate there of $5 a gallon, whereas 
the average rate would be around $1.60. 

Mr. BogeGs. What is the Louisiana rate? 

Mr. Avis. 1 do not have that, but I think it is about $1.50. 

Mr. Boges. What is the Kentucky rate? Kentucky is a big alcohol 
State. What is the rate in Kentucky? 

Mr. Avis. 1 am sorry, Mr. Congressman, I do not have that data 
with me. 

Mr. Boges. 1 wonder if vou would supply that information for the 
record, because in studying this situation, if there is any relationship 
to be drawn it can very well be drawn in the State pictures. Now, if 
Kentucky has a low rate, which in my opinion it does have, but despite 
that low rate you still have 370 seizures, then there must be some other 
factors entering into this picture. I would like to develop that. 

Mr. Avis. That is a local option State. 1 would say three-fourths 
or four-fifths of the counties in Kentucky are dry. You have to take 
that factor into consideration. 

Now you have a small amount of local option in northern Louisiana, 
but a very limited amount. 

Mr. Boaas. According to these records in the State of North Caro- 
lina over 6,000 illegal operations were seized in 1949. That meant 
they were doing a lot of seizing every day, to come up with that 
phenomenal figure. Do you think if you abolished the tax altogether 
on legal alcohol that that would eliminate moonshine alcohol in North 
Carolina? 

Mr. Avis. No; perhaps not entirely. 

Mr. Bocas. I will put my question another way. What I am try- 
ing to say to you is, and maybe I am wrong, I just suspect that some 
of these mountaineers have a tradition of making their own booze. 

Mr. Avis. There is a certain amount of that; ves 

Mr. Boaes. They grow their own corn and they figure they can 
make that corn into whisky just as well as into something else. 

Mr. Avis. Mr. Congressman, if I might inject at that point, we 
used to consider that an important factor. In other words, we had 
the idea at one time that a certain part of the population had a taste 
for moonshine and that they would drink it even though they could 
get tax-paid spirits, but we do not believe this to be the situation 
today. It has been rather definitely established if tax-paid spirits are 
available and if consumers have the price, they will line up in front 
of the liquor store for two blocks to get it. You can see that any 
Saturday afternoon. 

Mr. Boges. To buy their tax-paid spirits? 

Mr. Avis. Yes, sir. 


, 
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Mr. Boces. Probably they are buying a name brand, ete., and so 
on, but nevertheless the fact remains that in the mountains of Nort! 
Carolina and Tennessee, and to a lesser extent in South Carolina an 
Virginia, according to these records there is a very large number ot 
violations. Now in the State of Louisiana, which ts a wet State, and 
it is traditionally so, you have 12 violations as compared to 6,065 in 
North Carolina. 

Mr. Avis. That is why I say, Mr. Congressman, the fact that an 
area is dry has considerable to do with the number of violations. I do 
not think it is controlling. I think the low-income groups and a! 
these other factors have to be considered, but where there is a dry 
area and where the local officers try to enforce the dry laws, then vou 
are going to have more violations. 

Mr. Bocas. Is Kansas still a dry State? 

Mr. Avis. No; it is not. 

Mr. Boges. It was in 1949? 

Mr. Avis. In 1948 it was. 

Mr. Boaes. In 1949, according to this record, there were thre 
seizures in Kansas. 

How about Oklahoma? Is that a dry State? 

Mr. Avis. Oklahoma is still a dry State. 

Mr. Boces. According to this record, there were 194 seizures in 
Oklahoma. 

Is Tennessee a dry State? 

Mr. Avis. There are five wet counties, 

Mr. Cooper. There are 95 counties in the State. 

Mr. Boacs. How about North Carolina? 

Mr. Avis. Seventy-five drv counties, | am told. 

Mir. Boas. North Carolina? 

Mr. Avis. Yes,sir. Lhave a map here which shows this information 

Mr. Bocas. Are there 75 dry counties in North Carolina? 

Mr. Avis. This pink area here shows the dry territory. L shall by 
very glad to put it in the record. 

The map referred to was a color map which could not be repro- 
duced, It has been placed in the committee files. 

Mr. Boacs. Volumewise, and | presume that is a real test, 
answer to Mr. Kean’s question a minute ago vou made the statement 
which | think is certainly a correct statement, that while vou hay 
racketeers violating the State laws with their operations and avoiding 
pavinent of taxes on spirits, that in the majority of cases vou would 
get them sooner or later. That undoubtedly would be a big operation 
sut now these 6,000 stills in North Carolina, volumewise, how mucl: 
do they amount to? How much loss in revenue would be involv: 
in that? 

Mr. Avis. Mr. Congressman, | have no figures. In fact, that figure: 
of 4,900 State seizures L will accept, but | would like to verify it. Wi 
seized 1,200 stills in North Carolina, in round numbers, last vear. We 
made 1.200 arrests in North Carolina. 

1 would not want to consider that as a representative figure at al 
until we checked into tt. 

Mir. Bocas. Is a racketeering operation similar to the type o! 
operation we had during national prohibition or is it a combination o 
a lot of small individual stills making whisky for domestic consump- 
tion? 
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Mr. Avis. A great deal of it involved small stills. However, there is 
considerable organized operation, particularly in the area around 
Atlanta, Ga., Charlotte, N. C., and in any of the larger cities. Those 
are the places where we find an organized traffic both from the stand- 
point of manufacture and distribution. I would not want to compare 
it or characterize it as similar to the prohibition racketeering opera- 
tion in the metropolitan cities. 

Mr. Boges. When this bootlegging or moonshining increased when 
the supply of sugar became freer there was no corresponding increase 
in the tax rate, was there? 

Mr. Avis. No, sir. 

Mr. Boaas. In other words, the moonshining increased while the 
tax rate remained the same, so that in that instance there is no 
corollary whatsoever between the tax rate and the moonshine, is 
there? 

Mr. Avis. Not in that respect, as far as that particular group of 
statistics is concerned. 

Mr. Boaes. Do you feel that this proposed rate will substantially 
increase moonshining in the United States if it is adopted by this 
committee and by the Congress? 

Mr. Avis. We have answered that question, Mr. Congressman, by 
saving that we do not believe it will substantially increase it outside 
the South. We do not even think it will increase it substantially in 
the South. We are of the opinion that we can control this situation 
if we are provided with adequate personnel. We think we will need 
some additional personnel in the South. We may need some addi- 
tional men in the North to replace some of our older officers who are 
no longer physically able to do police work. 

Mr. Boges. That is all, Mr. Chairman. 

The Cuarrman. We will take a recess until 2 o'clock. You will 
come back, Mr. Mealey? 

Mr. Mrauey. Yes, sir. 

(At 12:40 p. m., a recess was taken until 2 p.m.) 


AFTERNOON SESSION 


The committee reconvened at 2 p. m., upon the expiration of the 


recess. 

The Cuarrman. The hearing will come to order, gentlemen. 

Mr. Foranp. Mr. Chairman? 

The Cuareman. Mr. Forand. 

Mr. Foranp. Mr. Mealey, | am from that great clean State of 
Rhode Island, as vou know. I felt rather proud when I looked at 
the list taken from the survey and inserted in the record to find that 
no stills have been seized in my State during 1949. 

The principal question that [ wanted to put to vou is this: Is it 
vour thought that the imposition of the tax, as proposed here, on 
distilled spirits would result in the distillers not being able to sell 
their complete output? 

Mr. Meaney. I don't think so, Congressman. | think they would 
be able to continue sales as they have in the past. 

Do you mean their complete output, their complete line? 

Mr. Foranp. Well, the complete output of whatever line they want 
to sell. The point of the question is that with all of the controls 
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that are coming in one way or another, I feel that the distillers, lik 
all other groups, will feel the impact of those controls. 

Mr. Meaney. That is right. 

Mr. Foranp. Lam wondering whether or not, with those contro!s 
on, the increase in the tax as proposed here would resuit in the faet 
that they would have so-called overproduction, production over what 
thes would be able to sell. 

Mr. Meaney. Of course, one of the factors in making distilled 
spirits is aging the spirits. There are about 700,000,000 gallons of 
whisky in the warehouses today, which we believe ts practically an 
S-vear supply if neutral spirits are available for blending purposes 
Distillers are going full blast at this time and continuing to build up 
their inventory. 

Mr. Foranp. What they have in inventory you consider would 
meet the normal demands for a period of 8 vears; and even if they 
were pressured a little bit, they would still be able to sell everything 
that they would put out? 

Mr. Meavey. That is right. 

Mr. Foranp. That is all, Mr. Chairman. 

\Ir. Keocu. Mr. Chairman? 

The Cuarmman. Mr. Keogh. 

Mr. Krocu. | would like the record at this point to note that we 
have present before the committee a distinguished New Yorker in the 
person of Commissioner Mealev, who served the great State of New 
York for many vears, beginning in a lowly clerical position in the 
civil service and working his wav up to become commissioner of motor 
vehicles and subsequently president of the State tax commission. A 
career man who knows the problems revolving around internal reve- 
nue and enforcement. We in New York are proud indeed that le 
has seen fit to give his very talented services to the country 

Commissioner, | wonder if | may ask you just one or two ques 
tions, please 

| noticed in vour formal statement that you set forth, in summar 
fashion, the increases that have been effected with respect to this tax 
on distilled spirits, beginning with the postrepeal tax of $2.) | wonder 
if it would be possible for you to take each increase and then, for th 
12 calendar months following that increase, tell us the amount of 
gallonage in nontaxpaving liquors that was seized in that five Stat 
area? You have done it for 1949 and 1950. L would like it for each 
one of those tax increases. [| do not mean to press you now, but tf 
vou will prepare that when convenient, | would appreciate it. 

Mir. Mearey. Congressman, we will be very pleased to put that in 
the record, if we may have a little time. for it. 

The information requested follows: ) 
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Mr. Kroon. I was also interested in your statement that the taxes 
have been passed on to the consumer. Is that absolute? Do your 
statistics.indicate that each tax increase has been passed on ultimately 
to the consumer? 

Mr. Merauey. Mr. Serr tells me that that is true, Congressman. 

Mr. KeoGu. Do you agree with my statement that the discouraging 
of the traffic in non-tax-paving liquors, in a measure, is increased if eacli 
level of the industry is strong and healthy? 

In other words, it is not solely a problem between the illicit and 
legitimate distillers? 

Mr. Merarey. That is right; it is not. 

Mr. Krocu. | wonder, then, what the effect would be in thos: 
States that have fair-trade laws where the distiller exercises as much 
control as he seems to be able to in establishing the ultimate sales pric 
to the final consumer? 

For example, if in a State with a fair-trade law, the distiller were to 
establish as the retail price of his product a price that would not 
permit of the passing on from the wholesaler to the retailer of any 
contemplated increase, would there not be an increase in activity on 
the part of retailers and wholesalers in dealing with non-tax-paying 
commodities? 

Mr. Meatey. That may be true. We had an instance in Congress- 
man Forand’s State recently in which the liquor commissioner of 
Rhode Island talked to me about whether or not they should give a 
mark-up on the last tax increase. They have not done so. The 
Rhode Island commissioner, anticipating a possible raise in tax, was 
debating with the wholesalers in Rhode Island whether or not he should 
permit any mark-up on the tax both present and proposed. I think 
that in most of the States where they have a fair-trade law——and | 
assume that they have one in Rhode Island—-the local State liquor 
authority decides what the mark-up shall be and whether it shall be 
permitted to the wholesaler. LT understand the wholesale liquor deal- 
ers are anxious in both New York and Rhode Island, to have the State 
liquor authority give them a mark-up on the tax. 

Mr. Krocu. The point that I wanted to bring out-—and I wonder if 
vou agree with this—is that it is not simply and solely a question of 
putting out of business illicit stills or distillers, but, if the estimated 
revenue \ ield from these industries is to be approac ‘hed, if not exceeded, 
it is necessary for us to realize that the entire industry must be healthy 
and not just one segment of it. 

Mr. Mearey. That is right; | agree with vou. 

Mr. Keocu. Thank you very much. 

Mr. Meaney. Thank vou, sir. 

Mr. Kine. Mr. Chairman? 

The Cuatrman. Mr. King. 

Mr. King. Commissioner Mealey, | was pleased, quite naturally 
to note your comments in your statement this morning with — 
to H. Ro187. I might add, Commissioner Mealey, that since the bill 
has again been passed by this committee—and in both instances it 
wis approved by the unanimous vote of the committee —a consider- 
able number of complaints have issued from many parts of the country. 
In a large degree, the complaints have been directed to the respee- 
tive Representatives of the various districts in Congress. I do not 
mind saving that it has cost me considerable effort and time to answer 
the questions of the Members who have called on me to inquire as to 
whether the bill did this or that. 1 was particularly pleased to note 
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that you were to appear before the committee today because | 
wanted to put some of the questions to you, Commissioner, in order to 
have on the record to a considerable extent just what the bill con- 
templates and what you, as the enforcement agency, think of it. 

Now, from your study of H. R. 137, would you say that the bill 
delegates supervisorial authority to the State liquor commissions or 
bodies? 

Mr. Meavey. No, Congressman. 

Mr. King. It does not? 

Mr. Merauey. I would say not. 

Mr. King. Under the bill, would the Alcohol Tax Unit revoke basie 
alcohol permits for violations of minor State laws? 

Mr. Meravey. That isn’t our intention. That has been the 
complaint especially, | think, of the wholesalers, that is, that their 
permits might be jeopardized and that we might step in for some 
minor violation. ‘That is not our intention. We have never done that 
except for a violation of our Federal laws. 

The only thing that we have been anxious about is that where there 
has been a black market relating to liquor, as we experienced in the 
past, the courts have held that we have no authority to go in and take 
action against the permit. We feel also we should be able to do that 
in the case of operations forbidden by State law, that is, where the 
business of producing or wholesaling liquors is forbidden. You may 
feel that is giving us a lot of discretion. Based upon our past record, 
the industry should not be apprehensive of any abuse of such dis- 
cretion, 

Mr. King. The conduet of your office through the years would not 
lend weight to that sort of apprehension. 

Mr. Meaney. That is right, Congressman. 

Mr. Kine. In what way does H. R. 137 differ, if at all, Mr. Com- 
missioner, from the law prevailing in the industrial aleohol field? 

Mr. Meavey. It is practically the same thing, Mr. Congressman. 
We now annually issue the permits in the industrial alcohol field. 

Mr. Kine. What has been vour relationship in the industrial aleohol 
field with respect to complaints of permit holders? 

Mr. Mearey. We have not had any complaints. Of course, the 
old permit holds over until we have acted on any complaint that we 
may have as to the reissuance of a new permit. 

Mr. Kine. And that procedure has been satisfactory? 

Mr. Meravry. It has, Congressman. We have had no complaints. 

Mr. King. Would the enactment of H.R. 137 assist in the stabili- 
zation program insofar as distilled spirits are concerned? When L say 
“stabilization,” | also mean price control. 

Mr. Merauey. Yes; | would say it would. 

Mr. Kine. Would it assist in the efficient administration of the 
Federal Aleohol Administration Aet? 

Mr. Meaney. Yes; it would. 

Mr. King. Is there anything about H. R. 137 that can be harmful 
to the liquor industry? 

Mr. Mratey. Not to my knowledge, sir. The Aleohol Tax Unit, 
the enforcement men, and evervone have recommended its approval 
and adoption. 

Mr. King. That is, the legitimate bona fide operators in the industry 
have nothing unusual to expect or fear from the enactment of this 
proposal? 


Mr. Mearey. That is right. 


, 
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Mr. King. Thank you very much. 

Mr. Curris. Mr. Chairman. 

The Cuairnman. Mr. Curtis. 

Mr. Curtis. How much additional revenue could be obtained from 
the President's recommendation for increases in the liquor taxes? 

Mr. Meaney. $706,000,000 additional. 

Mr. Curtis. Is that figure based upon the same volume as current 
sales? 

Mr. Meratey. Not entirely, sir. We did, I think, drop the con 
sumption figures somewhat. Mr. Serr went into that, and I would 
like to have him explain it to you, Congressman. 

Mr. Serr. The present estimates are based upon the budget figures 
given for 1952. They are adjusted to take into account this increas: 
in the rates, so that the estimated consumption under the new rates 
would not be the equivalent of the consumption that was estimated 
in the budget for 1952. 

Mr. Curtis. How much consumption would there be? 

Mr. Serr. Otfhand, it amounts, as I reeall it, to a drop in consump- 
tion of 12,000,000 to 15,000,000 gallons. 

Mr. Curtis. Percentagewiss, what would that be? 

Mr. Serr. About 7 or 8 percent. 

Mr. Curtis. Why would that drop in consumption occur? 

Mr. Serr. 1 think it is quite natural. If the price of an artich 
goes up people are apt not to buy quite as much of it. 

Mr. Curtis. Would that indicate the purchase of liquor from other 
sources, nontaxable sources, or less consumption? 

Mr. Serr. I did not get the point of your question. 

Mr. Curvis. Will that 7 or 8 percent decrease in volume mean that 
that much less liquor is consumed? 

Mr. Serr. That is right, that much less liquor consumed compared 
to the estimates given in the 1952 budget. | am speaking entirely o! 
legal, tax-patd liquor. 

Mr. Curtis. Will the 7 or 8 percent show a proportionate increass 
amongst illegal liquors? 

Mr. Serr. No; we do not think so, if this enforcement problem 
which we have been discussing here today is kept within control, as 
Commissioner Meaiey has stated this morning. 

Mr. Curtis. I have nothing further. 

Mr. Mason. Mr. Chairman. 

The Cuainman. Mr. Mason. 

Mr. Mason. I have just one question, Mr. Commissioner, and that 
is this: If the same rate of tax were applied here upon soft drinks as 
Canada levies, about how much revenue could we expect to raise her: 
on soft drinks? 

Mr. Merautey. We have not gone into that at all, Congressman 
The miscellaneous tax people, I think, have; that is, the Miscellaneous 
Tax Unit of the Internal Revenue Bureau. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Grancer. Mr. Chairman. 

The Cuairnman. Mr. Granger. 

Mr. Grancer. Mr. Commissioner, | suppose vou are here support- 
ing this increase in the tax on liquor for the reason that we need more 
revenue. Is that true? 

Mr. Meratey. Yes, sir. 

Mr. Grancer. And the Treasury thinks that this is a source where 
we might get some revenue? 
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Mr. Meauey. That is right, Congressman. 

Mr. Grancer. If it were not for the fact that we are trving to raise 
this tremendous amount of money, vou likely would not be here 
asking for the tax to be raised? 

Mr. Mearey. We probably would not; no, sir. 

Mr. Grancer. Now, as I understood vour testimony this morning, 
that is the only thing involved, that is, the raising of the revenue. 
There is no question as to whether this tax would increase or decrease 
the consumption of liquor. Is that right? 

Mr. Meaney. | think the immediate problem is the raising of 
revenue. 

Mr. Grancer. You are in the morals part of it so far as the law is 
concerned, but not so far as the consumption of liquor is concerned? 

Mr. Meaney. That is right. 

Mr. Grancer. As I understood you, vou did not think that in spite 
of the fact that we will raise the tax again, that it would have any 
material effect on the manufacture of ilheit liquor? 

Mir. Meéatey. We think we ean control it, Congressman We do 
not think there will be any increase. 

Mr. Granger. But | think vou will agree that if it does anything 
it might encourage the manufacture of illegal liquors? 

Mr. Meary. Yes; it will. There will be more of an incentive with 
a tax of $12 on a gallon than there is with $9 on a gallon. 

Mr. Grancer. Even if vou must have more enforcement, as I 
understood vou, the cost will not be in excess of the revenue that might 
be raised? 

Mr. Meravey. That is right; no, sir. 

Mr. Grancer. It would be considerably less, as | understood you? 

Mr. Marry. Yes, sir 

Mr. Grancer. That is all, Mr. Chairman. 

Mr. Enernartrer. Mr. Chairman. 

The Cuarrman, Mr. Eberharter. 

Mr. Eneruarrer. Mr. Commissioner, in answer to a question by 
Congressman Kean of New Jersey this morning, I think vou said that 
the value of liquor is about 85 to 95 cents a gallon. 

Mr. Meaney. That is what the distillers are now selling alcohol to 
the Rubber Reserve for. 

Mr. Eneruartrer. That is a wine gallon, is it not? 

Mr. Merauey. That is right. 

Mr. Exeruarrer. So the tax amounts to $9 on about a 50- or 60 
cent value, LOO-proof, or something about that, does it not? 

Mr. Meaney. Yes, that is right. 

Mr. Eneruarrer. So the percentage is very much higher than 1,200 
percent? If vou take the 60 cent value and take the SY tax, that 
is a good deal more than 1,500 per cent, is it not? 

Mr. Meavey. That is right. But there are additional costs to be 
figured in there, as I think I told the members this morning. Those 
are the warehousing, the storage, the barrels, and other additional 
costs that would bring the price up. 

Mr. Exernartrer. Mr. Commissioner, I think it would be helpful if 
the committee could have for its consideration the taxes levied by the 
Various States on both liquor and on beer. If vou could supply that 
for the record, that will help us, I think, in our deliberations. 

Mr. Mearvey. [ will be very glad to do that, Congressman. 

(The information referred to follows:) 
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Mr. Esernarter. Now, have you thought about the problem of 
collecting taxes on liquor that is already in inventory in the various 
retail stores and wholesale stores, and so forth? 

Mr. Meratey. Yes, sir. That is a big problem. 

Mr. Esernarter. That is a big problem? 

Mr. Mearey. That is right. 

Mr. Esernartrer. Do you expect that the minute an increase goes 
into effect, you will require reports from every retailer in the country 
and from every wholesaler and every distillery of all of the liquor they 
have in inventory subject to tax? 

Mr. Mrarey. That is right. 

Mr. Enernartrer. When would you expect to collect that money? 

Mr. Meaney. We will hope to collect it within a year. 

Mr. Esernartrer. Have you gone so far as to work out a formula? 
I have in mind that some retailers and wholesalers and distillers might 
have difficulty in raising the cash quick enough to pay the floor tax 
to vou. 

Mr. Mearey. That is right. Provision would have to be made to 
give them an extension of time, Congressman. ‘There is no question 
about that with respect to some of them. 

Mr. Esernarrer. Do you contemplate doing that? 

Mr. Mrarey. Yes, sir. 

Mr. Esernarrer. Will that have to be written into the act, or do 
you think you can handle it by regulation? 

Mr. Mravey. I think it was in the Revenue Act of 1948. It would 
have to be in the act, Congressman. 

Mr. Exernarrer. | imagine so, too, because I can see where a good 
many people, if the tax were raised and if they had to pay it right 
away, if they could not get the money from the banks, would just have 
to go out of business. 

Mr. Mratey. We have not gone into that too deeply. We have 
gone into the question of personnel and the matter of trying to work 
out the possible loan of some deputy collectors from the Bureau of 
Internal Revenue to help us with this problem rather than going 
outside. Otherwise, we will need additional personnel. 

Mr. Esernarrer. | think one of the aides of Secretary Snyder 
estimated that a tax of 1 cent on every bottle of soft drinks would 
bring in about $280 million. Of course, that is out of your line, and 
you would not want to handle that. 

Mr. Meaney. The Miscellaneous Tax Unit handles that. 

Mr. Esernarrer. A suggestion has been made that a small 
exemption be given insofar as the floor tax is concerned for the benefit 
of the smaller business people of the country. Has that occurred to 
you” It might, for example, be on 100 to 200 gallons. 

Mr. Merarey. In some of the earlier acts, when the additional tax 
Was put on, such a provision was included. But it has not been 
allowed in the recent increases in the tax. I do not know whether 
there should be an exemption or not. Frankly, | have not thought 
about whether there should be some minimum exemption of possibly 
100 gallons. 

Mr. Exernarrer. Would that be difficult to administer? 

Mr. Mearey. It does not seem to me that it would. I mean we 
would take the inventory and give them credit for 100 gallons, or 
whatever amount the Congress decided should be the exemption. 
That could be deducted, and the floor stocks tax figured on the balance. 
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Mr. Exeruarrer. Thank vou very much, 

Mr. Simpson. Mr. Chairman. 

The CuatrMan. Mr. Simpson. 

Mr. Simpson. If L understood the testimony correctly, tt is that 
for S600,000 in additional expense, we could increase our revenues 
by $705,000,000. 1 believe vou thought that it would take about 
100 more men at $6,000 a vear, and that vou would expect to increase 
the revenues by about $705,000,000. 

Mr. Avis. Yes; that figure of $705,000,000 is the over-all figure, 
including beer and wine. — [t is about $300,000,000 on distilled spirits. 

Mr. Simpson. Where does the 7 or 8 percent loss come into the 
picture, on the distilled spirits or on the ever-all group? 

Mr. Avis. On the distilled spirits. That is the amount that Mr. 
Serr addressed himself to. 

Mr. Simpson. That is where the $3 increase would apply? 

Mr. Avis. That ts right. 

Mr. Simpson. From that point up, if a tax were made grester than 
$3 above $12, would the decrease in consumption be at a more rapid 
rate than it will be because of the 83 increase? 

Mr. Avis. | think so. The higher vou go, the more nearly you 
reach the point of diminishing returns. 

Mr. Simpson. Is it not a pretty fair assumption that the people 
that can least afford it will be the ones that will stop buying; that is, 
that the decrease in consumption will be down in that area where they 
would be most apt to use the illegal, illicit distillers? 

Mr. Avis. That istrue. IT would like to point out one thing, theugh, 
andthat is the Treasury estimates for 1952 contemplate tax payment 
on about 190,000,000 gallons. Is that not correct? 

Mr. Serr. That ts right. 

Mr. Avis. And that figure, of course, is considerably above the 
figure of 157,000,000 gallons on which tax was paid last vear. We 
are talking about estimates and the effect of percentages on estimates, 
I think this matter is better understood if you take last vear’s with- 
drawals and work from there as far as additional revenue is concerned, 

Mr. Simpson. Is it a fair conclusion that the increase of $35 would 
approximately approach what might be called the saturation point 
where it would be unwise to increase above that amount? 

Mr. Avis. No; I do not think so; but IT would rather have Mr. 
Serr express himself, or Mr. Mealey, on that point. It is a matter for 
the Treasury research people. 

Mr. Simpson. You think that about 83 represents the maximum 
that could probably be put on without hurting the revenues? 

Mr. Avis. Are you talking now about diminishing returns? 

Mr. Simpson. | wanted to ask the Treasury men, if vou do not 
mind, 

Mr. Avis. The Treasury research people ave not here. 

Mr. Simpson. | am sorry. [ was just curious to know. But you 
do feel that from the $3 increase would not unduly burden the revenue? 
Mir. Avis. We do not think so. 

Mr. Simpson. That is all, sir. 

Mr. Reep. Mr. Chairman. 

The Cuatrman. Mr. Reed. 

Mr. Reep. This morning you mentioned wine. What is the pro- 


posed increase on wine? 








REVENUE REVISION OF 1951 547 


Mr. Serr. The increase on what is called dry wine or wine of an 
alcoholic content of about 12 percent would be from 15 cents a gallon 
to 50 cents a gallon. The tax on sweet wine, which usually has an 
alcoholic content of about 19 percent, would be increased by the 
proposed rates from 60 cents to $1.50. 1 think those are the two 
main rates because most of the wines sold are either dry or sweet wine. 

Mr. Reep. In the western portion of New York, | would estimate 
that there are some 30,000 acres of grapes being grown, with a per- 
centage of those grapes being processed by the wineries. | am just 
wondering whether with such an increase in the price of wine, the 
wineries will not take that increase of taxes out of the farmers rather 
than passing it on to the consumers. 

Then there is another factor, and that is that Canada, to the north 
of us, makes wine, and has some very fine vinevards. 

Now, we have a large volume of imports of wine. If we get the 
price of wine too high — and I do not know just how the tax will aifeet 
the imports, whether this high tax rate will apply to the imports. 

Mir. Sern. These excise taxes would apply to the imports as well as 
to the domestic product, 

Mr. Reep. Is that the entire tax? 

Mr. Serr. Oh, ves. 

Mr. Reep. Ido not want to see the farmers who make their liveli- 
hood out of grapes and out of wine injured as to the price that they 
will get, because evervihing about farming is now more difficult: for 
them. Our vinevards in this country have run down considerably. 
That is partly due to the high cost of labor. They have to have special 
kinds of machinery for spraying and a special type of cultivation be- 
tween the rows of grapes. In addition, they have to have packing 
houses. It is true that sometimes they shift from wine into jellies and 
jams. 

[ was just wondering what the effeet would be on the people who 
raise the grapes for wines and whether or not the wineries would say 
to the farmers: We are meeting a lot of resistance, and we cannot pass 
this increase on entirely to the consumers, so we will have to make our 
profit by taking it out of vou. 

Have vou given any thought to that at all? 

Mr. Serr. Yes. Of course, a good many wine makers also grow 
grapes, so they would certainly pass the tax on. 

Mr. Reep. There would be more of those in California than there 
would be in the eastern part of the country? 

Mr. Serr. Yes. 

Mr. Reep. | was just wondering what vour views were with respect 
to whether or not the increase in the tax would militate against the 
growers by having the wineries take the increase out of the price of 
their grapes. 

Mr. Serr. The tax proposed on dry wine would amount to 50 cents 
a gallon or about 10 cents a fifth bottle, and it has been our view that 
consumers would not object much to an increase in the price of a 
bottle of wine due to that much of a tax. On sweet wine, of course, 
the tax would amount to about 30 cents on a fifth. 

Mr. Reep. From 15 cents a gailon to 50 cents a gallon is a very large 
jump, end from 60 cents to $1.50 is a very large increase. 

Mr. Serr. That is right. 

Mr. Kean. Mr. Chairman. 


) 
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The Cuarrman. Mr. Kean. 

Mr. Kean. I do not suppose it is possible to consider what percent- 
age the tax would be. The possibility of a tax on soft drinks which 
are competitive products, has been mentioned. | When you talk about 
a 10-percent tax and a 30-percent tax, of course, I suppose it depends 
on the various costs of a bottle of wine. What about this cheap wine 
that is used so much by the Italian people? What does that sell at, 
if you know? 

Mr. Serr. I cannot give you an average figure. I would like to 
refer to the data that the Secretary put into the record to the effect 
that the proposed tax on table wine would represent approximately 
13 percent of the selling price and on sweet wine the proposed tax 
would represent about 31 percent of the selling price. 

Mr. Kean. Is that the kind of wine that I go out and buy from the 
grocer when my wife gives a ladies’ dinner party or luncheon party, 
or is that the kind of wine that the average person drinks down tin 
the lower wards of my city of Newark? 

Mr. Serr. This is an attempt to take the average-priced wine and 
give the comparison between the amount of tax and the selling price. 
So that for a very cheap wine you are right; the percentage would be 
higher. 

Mr. Kean. You are still taxing the carbonated water put into 
cider, are you not? We had a little trouble with that. 

Mr. Serr. That is right. 

Mr. Kean. That is all, Mr. Chairman. 

The Cuatrman. Mr. Commissioner, it seems to me, from your very 
interesting testimony here today and from the testimony of Mr. 
Avis, that this is a problem in which the Congress, the Treasury, 
the Bureau of Internal Revenue, and the Justice Department all have 
aninterest. It is necessary that there be cooperation between them. 
We must implement you with appropriations sufficient for you to 
enforce the law and bring violators into the courts, and there opera- 
tions must be broken up. Then, after that has been done, there is 
the problem of making their conviction much more probable, and 
then there is the problem of the Department of Justice to make their 
punishment more severe so that, in the first place, they will be reluc- 
tant to go into business and more fearful that thev will be appre- 
hended and taken into court and, if brought to the court, that the 
punishment will be severe. You need adequate funds with which to 
enforce the law, the mandate of Congress. You know, in general, 
where these places of violation of the law are. You have to increase 
the number of and train vour investigators to make more certain of 
the apprehension of violators. 

You need some increase in appropriations so that the dignity of the 
law may be recognized and so it will not be just flagrantly violated. 
It seems to me, from your testimony today, that better cooperation 
is needed all along the line if we are to bring violations of the law 
down to a point where they are negligible. That is a problem in 
many of the States, a serious problem in a few States. 

Now, are there any special suggestions you wish to make, other 
than those you have already made, with respect to what I have just 
said? 

Mr. Avis. Mr. Chairman, you have analyzed this situation cor- 
rectly. It is entirely a problem of proper police foree and proper 
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punishment of the violator. Through that process we think this 
traffic can be controlled in all areas and the tax increased, if the Con- 
gress sees fit, to $12 a gallon. 

The CHatrmMan. Let me ask you this: How much do you estimate 
it costs to produce a gallon of liquor, including the tax of $9 a gallon; 
I am talking of standard liquor, whatever proof it may be. Iam not 
informed about that. 

Mr. Avis. I think the distillers figure their costs at something 
around $2 a gallon, independent of the tax. That includes the 4-vear 
warehousing and cooperage costs. 

The CuatrmMan. That would be $11. That would be the cost before 
the product went to the retailer? 

Mr. Avis. I do not know that the $2 figure I have used is simply 
the cost of production, warehousing, and cooperage only, or whether 
that includes the normal costs of doing business. They used to have 
a figure of around a dollar or a dollar and a quarter. You ean, of 
course, get competent testimony on that point from the industry. 

The Cuatrman. That is about $11 anyway before the liquor comes 
on the market? 

Mr. Avis. Yes, Mr. Chairman. 

The Cuairman. How much do you estimate it will cost to produce 
a gallon of contraband liquor? Let us see how much margin there is 
there. What has the liquor cost when it goes out on the market? 

Mr. Avis. I would say that it would be a minimum of a dollar and 
half on moonshine and at least $2 or more on alcohol. An alcohol 
operation necessitates a considerable outlay of capital and, of course, 
the illicit distiller has to figure his costs on the basis of his probable 
time of operation. 

The Cuatrman. Then he goes on the market with a product that 
cost $2 in competition with one that costs $11, so that he ean cut his 
price down from $11 to a point halfway between $2 and $11 and still 
have a good margin of profit, can he not? 

Mr. Avis. Yes, sir. ‘There is no question but that in a low-income 
market, an area where the people will buy either aleohol or moonshine 
spirits, the illicit distiller can compete very satisfactorily with the 
legitimate industry. But his market is necessarily restricted. 

The Cuatrman. Let us talk just a little bit about this low-income 
group. Are vou certain from vour experience that this business being 
done by illicit distillers is confined to the low-income group? 

Mr. Avis. It is confined almost entirely to the low-income groups. 
Now, in certain areas where tax-paid liquor is not available, it is not 
necessarily so confined. In other words, if you have a situation like 
a local option area, for example, where tax-paid liquor is just not 
available, of course, people other than those in the low-income groups 
do purchase moonshine spirits. 

The Cuarrman. That is the purchasing of it. I am talking about 
the traffic, not the purchasing. 

From my little knowledge of this subject—and I have been follow- 
ing it pretty carefully for quite a while—there was a time in the produe- 
tion and sale of illicit liquor when a man in the low-income group, 
who felt it was all right, as was mentioned here, to take his own corn 
and manufacture it into liquor, would do that because it was the 
best way he knew of making a living. 
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But now—and you will know whether [Tam right, and will you 
correct me if Lam not —the highways are congested with high-powered 
automobiles transporting this liquor for profit to markets from 10. to 
100 miles away. That is not the low-income crowd. That is bie 
business for big money. 

Mr. Avis. | misunderstood your question, Mr. Chairman. Of 
course, we do have organized traffic in some places. If they make 
a lot of money, of course, they are no longer in the low-income group, 
and they are driving big automobiles and trying to tell other peopl 
what to do. It is just a any other criminal traflie. 

The Cuatrrman. | hear very often the statement that some well- 
to-do man ina naan has decided that there was a good profit 
in the manufacture and sale of liquor without paying the tax. He 
employs some fellow who needs the job and who will work for reason- 
able wages, and he puts him out in front and operates a distillery 
with the understanding that if he is caught and carried into court 
and convicted and has to go to prison and the chances are that he 
will not be caught——-he will then be imprisoned for a year and a day, 
and then after 4 months will be entitled to parole. While this man 
is in prison, the operator behind the scene will provide for him, take 
care of his family, and pay him his wages just the same. | hear that 
there is a good deal of that going on, 

Mr. Avis. There is a vreat deal of that, sir. We have found cases 
where their salaries have been paid while they were in the penitentiary. 

The Cuairman. In the production of a gallon of ilheit liquor, what 
proportion of the cost is represented by sugar, and what proportion 
is represented by corn or rve? 

Mr. Avis. The big portion of it is the cost of the sugar. The big 
cost of the moonshine operation is sugar. 

The Cuatrrman. Well, that is a very poor grade of liquor, is it not? 

Mr. Avis. Lam not a sufficient expert on that, Mr. Chairman, to 
answer. The worst difficulty that the moonshiner has is that he has 
very poor equipment. [t is inefficient equipment, and he does not 
always get his liquor up to proof. A lot of times it does not run more 
than 60 or 70 proof, 

The CHainman. And he does not lose any sleep if that is true. 

Mr. Avis. No, it does not worry him. He gets just as much out 
of it as if it were 100 proof, 

The Cuatrmman. Well, | believe that covers it. We certainly thank 
vou. You have given us a lot of information that I am sure will be 
helpful. L hope the problem can be worked out in a way that will 
give us more revenue. At the same time, this matter of morals has 
to be given some consideration, because my observation has been — and 
let me see whether or not this corresponds with your e xperience— that 
where there is more of moonshine liquor sold there is much more 
crime than where they consume no other liquor but that which is 
legally manufactured and legally sold. 

Mr. Avis. That is correet, Mr. Chairman. 

The Cuatreman. There are more automobiles wrecked, more casual- 
ties on the highways, more murders in the community, more crime in 
almost every category where there is a violation of the liquor laws 
than where the liquor is produced and sold legally. Is that right? 

Mr. Avis. Yes. It creates a lawless condition. 
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The Cuarrman. We thank vou very much for vour appearances. 

Mr. Meaney. Mr. Chairman, I want to thank you and the members 
of the committee for the courtesy shown us. 

The Cuairman. Your testimony has been very interesting, and I 
believe it will be very helpful. 

We will adjourn until 10 o'clock tomorrow morning. 

(Whereupon, at 3 p. m., the committee adjourned until Tuesday, 
February 20, 1951, at 10 a. m.) 
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